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FEDERAL PRODUCTIVITY

MONDAY, DECEMBER 17, 1973

Coxcress o TirE UNITED STATES,
SUBCOMMITTEE ON PRIORITIES AND
Ecoxomy 1N GOVERNMENT OF THE
Joint Economic COMMITTEE,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10:10 a.m., in room
1202, Dirksen Senate Office Building, Hon. William Proxmire (chair-
man of the subcommittee) presiding. 4

Present : Senators Proxmire and Percy.

Also present: Loughlin F. McHugh, senior economist; and George
D. Krumbhaar, Jr., minority counsel. :

OpENING STATEMENT OF CHATRMAN PROXMIRE

Chairman Proxmire. The work we are to review today and to-
morrow—how to measure and enhance productivity in the Gov-
ernment sectors—is among the most important activities we as public
servants can undertake.

I am pleased that we have as leadoff witness today the Comptroller
General of the United States, Elmer B. Staats, who at myv request,
initiated the first comprehensive effort to survey the productivity of
the Federal Establishment. For many years experts had been telling
us that this was an impossible task. Because the Federal Government
was not “market oriented,” it was said we could not establish standards
by which to measure productivity trends in the Federal Government.

The massive effort undertaken under the direction of Mr. Staats
has shown this contention to be false. We now have a measure of
productivity in the largest of all “industries” which covers at least
60 percent of the Federal Establishment, and an arrangement has
been set up to provide the means by which this work will be continued
and expanded on a regularized basis. '

Measuring productivity can be the key toward translating the
rhetoric of “efficiency in Government” into more than a campaign
slogan. Here is a real beginning in literally giving the taxpayer more
for his dolar.

We know that Government expenditures are essential to provide
the many services that only Government can perform. We know that
the U.S. Government has skyrocketed its spending from less than a
billion dollars a year a couple of generations ago, to tens of billions
a few short years ago. to hundreds of billion a year, today. Indeed,

(1)
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we are on the verge of the first $300 billion Federal budget. Only a
year or two away from a Federal Government that spends $2 billion
every day.

There are two ways to restrain this mammoth increase in spending.
One way is to cutback or eliminate Government services. Until now
this has been the overwhelming objective of those who would hold
down Government spending, and, of course, it must continue to be of
prime importance. It is the virtually exclusive concern of economizers
at the congressional and public reporting level. '

The other way is to reduce spending while providing the same
Government services; that is, getting more service for each tax dollar.
This is what productivity is all about, simply put it is achieving more
production for each hour of work every Government worker puts in.

We in Government have talked about this. We have claimed our
opponents are not doing it and we have said that we are doing it.
But those criticisms and promises mean little or nothing until we
can measure productivity; that is, determine precisely what is the
output for each hour of input in each segment of each department.

And once we do that, once we focus attention on it, once we get
debate and criticism based on measurable production performance,
then we will get real progress in the kind of efficiency that will begin
to save the taxpayers money. |

We will then know whether one agency is improving its efficiency
or is not. We will know how much that improvement in output per
hour or input is, We will be in a position to know from actual results
what does and what does not improve efficiency, reduce cost, and ease
the taxpayers’ burden. We will be in a position to learn lessons that
should be enormously useful in reducing the cost and burden of Gov-
ernment in the immediate future.

What works for the Defense Department may or may not help
Housing and Urban Development or Health, Education, and Welfare.
But don’t be so sure, it may help quickly and significantly.

No genuine improvement in a Government the size of our Federal
Establishment comes easily or quickly. But if we hammer away at
this drive to measure efficiency, if we insist that thousands of agency
managers and millions of workers stand up to the test of what they
are giving the Government for.what they and their departments
receive in expenditures, then we will be well on our way.

I understand, Mr. Staats, that you will start off by giving us a~
brief summary of the current status of this project.

We will then hear short statements from representatives of two
of the agencies which have assumed central responsibility in conduct-
ing this survey. If you will, before you conclude your opening remarks,
I wish you would introduce these witnesses and also indicate the other
members of the task force who are here today to answer any questions
about their specific areas of competence.

Because of time limitations and other activities in Congress which
will prevail this morning, I hope you and your associates will keep
your remarks as brief as you can.

And we are so indebted to you for the fine work you have done
in this area. '



STATEMENT OF HON. ELMER B. STAATS, COMPTROLLER GENERAL
OF THE UNITED STATES, GENERAL ACCOUNTING OFFICE, ACCOM-

- PANIED BY DWIGHT INK, DEPUTY ADMINISTRATOR, GENERAL
SERVICES ADMINISTRATION, FORMERLY ASSISTANT DIRECTOR,
OMB; BERNARD ROSEN, EXECUTIVE DIRECTOR, CIVIL SERVICE
COMMISSION; THOMAS D. MORRIS, ASSISTANT COMPTROLLER
GENERAL, GAO; JEROME A. MARK, ASSISTANT COMMISSIONER
FOR PRODUCTIVITY AND TECHNOLOGY, BUREAU OF LABOR
STATISTICS; JAMES A. CONLON, DIRECTOR, BUREAU OF PRINT-
ING AND ENGRAVING; ECKHARD BENNEWITZ, DEPUTY ASSIST-
ANT SECRETARY OF THE ARMY (FINANCIAL MANAGEMENT);
AND FRANK ZARB, ASSISTANT DIRECTOR, OMB

N Mr. Staats. First of all, I would like to introduce my colleagues
ere.

Mr. Bernard Rosen, to my extreme right is the Executive Director
of the Civil Service Commission.

To my immediate right is Mr. Dwight Ink, Deputy Adminstrator,
General Services Administration, formerly Assistant Director, OMB.

Thomas Morris to my left is Assistant Comptroller General.

And they will all be participating in this hearing.

I would like to start out by saying, Mr. Chairman, that in order to
preserve as much time as possible for questions and the participation
of my colleagues I will go through the prepared statement and sum-
marize it. I will be glad to stop at any point you like. This is a fairly
long prepared statement. But I think we can save time if we do it
that way.

Senator Peroy. Mr. Staats, may I comment that I have to leave.
I may be able to come back. Mr. Sonnenfeldt is up for confirmation
~ this morning in the Foreign Relations Committee and I have to be
there. But I would like to express appreciation to the GAO for taking
on a tremendous challenge once again. I would also simply say to the
chairman that I am pleased we are having these hearings. I appreciate
putting the emphasis of this committee on an increase of productivity.
When we consider that approximately $149 billion in salaries are paid
to Government officials, a small increase of productivity on the part of
all employees, including those in Congress, would reap tremendous
benefits for the Government. And once again I look on the expendi-
ture of GAO’s time in this area as an investment which can be repaid
many, many times over. I think the start that you have made is
exceptionally good.

I appreciate your colleagues being here with you this morning. I will
stay for as long as I can.

Mr. Staars. I am very pleased that you can be with us this morning.

Mr. Chairman, this 1s the first congressional hearing on this sub-
ject since we responded to your request in 1970, almost 3 years ago
now. So that what we are presenting here today 1is essentially a report
on 214 to 3 years of effort in the area of productivity in the Federal
Government.
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. The Joint Economic Committee, as you know, has had a longstand-
Ing interest in private sector productivity. It is important that the
Congress have an equal concern with the public sector. And one of
the reasons I particularly am pleased that you have called these hear-
ings is that our hope would be that through the efforts of this com-
mittee and the report which may emerge from it that we will add the
congressional interest dimension to what we think now is a very
favorable climate within the Giovernment and the whole public sec-
tor, for that matter, focused on productivity, as one way of reducing
costs of Government and improving the services provided by
Government.

- So I will start by referring to the discussion of why productivity
measures are important in the public sector. ¥

Productivity 1n the public sector is beginning to receive the serious
attention which it has deserved for a long time. We have come a long
way from the once-held concept that productivity measurement and
analysis is synonymous with the stopwatch and work measurement of
employees. Appropriately there is growing recognition of the fact that
improved output performance is a product not only of labor efficiency,
but even more a product of improved capital equipment, technological
changes, and improved supervision. In short, it is an indicator of out-
put as effected by all of these factors. And here are a few reasons we
have listed why 1t is so important.

First, the public sector either directly or indirectly buys about one-
third of all the goods and services which make up the Gross National
Product.

Second, the national indicators in the past have shown a zero pro-
ductivity growth for the public sectors, and as one economist has esti-
mated, there is not only a zero, but a negative productivity growth.
So this kind of information is important. _

Third, the Federal Government investment at the State and local
level for the last 10 or 12 years has increased about 15 percent a year,
to the point today where the Federal Government is supplying about
92 percent of the total revenues of all State and local governments.
‘And that is another reason why we think the Federal Government
should have an interest in productivity as it affects State and local
governments.

Fourth, the Federal Government itself has devoted a great deal of
attention to ways that we could increase productivity in the private
sector. And important as this is, we think that there should be equal
concern in connection with the productivity in the public sector.

And fifth, Senator Percy has already pointed out, the total payroll
in the public sector, Federal, State, and local, is running about $149
billion a yedr. So even a slight improvement against that kind of a
total can be tremendously important. '

We point out that our objective has been to develop measures which
can be consistently measured year after year.

For example, the Postal Service kéeps detailed data on the num-
bers of pieces of mail and parcels of each class which it delivers. These
are the final products of the work of its 700,000 employees.

Similarly, the Social Security Administration keeps precise data
on the number of actions taken to provide payments and other serv-
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ices to the millions of beneficiaries of its various programs. And these
are the final outputs of its some 62,000 employees.

The Bureau of Engraving and Printing keeps complete records of
currency, stamps, coupons, and other documents which are the final
products of its 3,500-man work force. ' .

We obtained reports from 187 organizational elements in some 45
agencies as part of this study. Our report covered over 1.7 million man-
years of employment, representing 60 percent of the civilian man-
years worked in fiscal 1972, accounting for $20 billion in civilian pay-
roll costs. ' ' )

The data which was developed as a result of this study identified
776 different work outputs. When this data was aggregated, using
techniques stch as those BLS employed in the private sector, the Fed-
eral agencies in the 6-year sample showed annual rates of productivity
impfovement which varied from 1.1 percent to 2.8 percent, with an
average annual gain of 1.7 percent. Data for fiscal year 1973 is now
being gathered, but it is too-early to predict that year’s trend. It is
interesting to note, however, that each 1 percent improvement in pro-
ductivity of the Federal sector equals a payroll savings of approxi-
madtely $200 million. ’

An overall review of the data reveals that the Federal sector is un-

doubtedly the world’s largest and most diversified conglomerate. It
includés a number of organizations which have been increasing their
productivity as much as § percent or more annially, which is an ex-
cellent record. But it also includes activities which have shown de-
clining productivity, and others which have tended to remain constant
1n their output per man-year. In fact, between 1971 and 1972 the num-
ber of o6rganizatiohal elements showing increases and decreases was
approximately equal. :
_ We point out that we believe the most important use of productivity
indices is in analyzing the causes of productivity change, and in taking
management action where possible to correct conditions that are
causing productivity to lag. It is also apparent that we should expect
fluctuations both up and down among Federal activities from year to
year as a result of numerous factors, only some of which are con-
trollable by Federal managers. Because of these characteristics and
the limitations of productivity indicators, we believe that the analy-
sis of Federal productivity should deal with trends in crosscutting
functions, rather than by agencies as a whole. The agencies them-
selves should use the individual data in assessing their own perform-
ances and reporting on that performance to the OMB and the Con-
gress, as appropriate. )

This brings me to probably the most important aspect of our proj-
ect, and that is—what factors cause productivity change in the Fed-
eral sector? Productivity measurement would be rather meaningless
if it consisted only of gathering statistics and adding up the results.

The important point is, what do we do about the indices after we
obtain them ? We discovered that this is the most important value of
productivity measurement in the Federal sector. The relevant question
1s—is the change which occurred as a result of planned actions to im-
prove either quantity or quality of performance, or is it simply a
happenstance?
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“Tlhzzmt are the positive and negative factors which produce the
result?

How can we optimize productivity in -relation to service to the
public, the accuracy of output, or other essential quality criteria?

Which will be the trend, and what can we do about 1t now?

The joint group that made this study addressed questions of this
type to a number of Federal managers. We grouped the 187 reporting
organizations into the functional categories:which have similar work
processes or program Inissions. Altogether, 16 such functional cate-
gories were identified. The list is shown in attachment 2 of my pre-
pared statement.

Now, we would like to refer briefly to a few of the categories to
illustrate the kind of insights which productivity research is giving to
the Federal managers.

The first one is computerization of clerical operations. In the table
we show the analysis of some 62 organizational elements showing pro-
ductivity increases in the 6-year period of 3.3 percent for citizen’s
records activities, 9.5 percent for those involved 1n loans and grants,
and 5.7 percent for regulatory activities. '

As an example, I would like to refer to the results of the work at the
Social Security Administration.

And here, Mr. Chairman, if we may, we would like to refer you
to a chart ! which Mr. Morris will explain which I think will do it
more briefly and better than I can by reading the text here.

Mr. Morris. Mr. Chairman, these charts are also attached to our
prepared statement. But just very briefly, in the paperwork area, one
of the principal impacts on productivity over the last decade has been
computerization. And the Social Security Administration illustrates
this perhaps better than any other organization. By improved pro-
ductivity they have been able to save the equivalent of about 32,000
man-years. Their strength today is 62.000. But they estimate that it
would have been 94,000 had they not been able to achieve an annual
productivity increase averaging about 5 percent over the last decade.
Tt has been 4 percent since fiscal year 1967, and it was actually greater
in some earlier years.

The principal causes mentioned are the use of ADP for internal
processing and by obtaining the reports of employee earnings from
emplovers in tape form, so that they can be placed immediately
upon their computers without the intervention of manual recordings.

Many other systems changes have contributed to this important re-
sult. But we wanted to stress this particularly at this point.

Mr. Staars. Mr. Chairman, we next refer to the second of these cate-
gories, which is the mechanization :
5 Sena@tor Percy. Could I ask for an explanation of that chart, Mr.
Staats? :

Mr. I\QIorris, do I understand that there were 93,700 people employed
in 19647

Mr. Morris. No; 93,700 is the number which would have been re-
quired in 1973 if productivity rates which prevailed in 1964 had
continued. i

1 §ee chart No. 1, p. 27.
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Senator Percy. I want to get a comparison of workloads actually
covered by the different number of people. I am not sure I under-
stand that. )

Mr. Morris. That data is available, sir.

Senator Percy. Were there actually 93,700 employees in 1964 and
only 61,000 in 1973 ? :

Chairman Proxumire. I understood if you had the same output per
man-year in 1973 as you did in 1964 you would have had 93,700
employees. .

Senator Percy. I see. The output level is kept constant?

Mr. Morris. Yes; for purposés of showing the savings from im-
proved productivity. Their workload has gone up every year, but they
have been able to increase their manpower much more slowly by
achieving a 4-percent greater output per man-year on the average
since 1967. . '
~ Senator Percy. There are actually more employees, today, but it is"
because of the increased workload ?

Mr. Morris. That is correct, sir.

-Senator Percy. OK.

Mr. Staars. The point is, if the productivity had not increased it
would have required 93,700 instead of the 61,777.

Senator Percy. That is somewhat comparable to A.T. & T.’s esti-
mates that if it had not gone to automatic dialing, they would now em-
ploy every employable woman:-in the United States. This is the same
sort of basis. ’ '

Have you ever compared, for example, the Social Security Admin-
istration with comparable types of work in insurance companies,
A.T. & T. or wherever in the private sector, to see how we in Govern-
ment compare with what the private sector has done?

Mr. Morris. We are endeavoring to do this at the moment, for a
number of functions, this being one. We are going to submit for the
record the full story on social security.

Chairman Proxmire. Unfortunately they have to have a quorum on
the floor of the Senate. Because of the weather they are having a
great deal of trouble getting one. So we will recess for about 6 or 7
minutes and come back.

[A short recess was taken.]

Chairman ProxmIre. Go right ahead, Mr.-Staats. T apologize.

Mr. Staats. Mr. Chairman, the question Senator Percy just raised
before the break is a very significant one, and we think a very im-
portant one, and one on which we would like to see more work, which
1s to try to compare the Government sector with those which may be
comparable in the private sector. Not that these conditions may always
be the same, but they can suggest areas where we can learn to improve
productivity in the public sector. And we think, quite modestly, that
industry can learn in some cases from what we are doing in the public
sector. Part of our problem in making these comparisons is the lack of
data on the private side. Mr. Mark, from the Bureau of Labor. Sta-

tistics, was just telling me that in the private sector we have separate
measurements for about 12 percent of the private economy, and this
compares with the 60 to 65 percent that we have been able to identify
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and measure in the Federal Government. But it is in a useful, interest-
ing area for further analysis as we see it. )

Chairman Proxmire. Are you quite positive that that estimate is
correct, about 12 percent can be measured, you say, or is measured ?

M. Staars. It is measured.

Mr. Marg. The figure that I was referring to is the coverage of
private sector for which we have separately published industry meas-
ures of productivity which we consider sufficiently reliable for
publication.

Chairman Proxmire. What is the overall productivity statistic that
the Government issues regularly which indicates—I think quarterly,
is it hot?

Mr. MARK. Yes. :

Chairman Proxuire. At any rate, it is a regular measure it is sup-
posed to be, of the private sector. And I thought it was comprehensive
and complete, and if not based on an aggregate of individual judg-
ments, based on some measure between the input and the production or
the output.

Mr. Magrk. The output measure for that is based on the Gross Na-
tional Product as measured in the national acc¢ounts. And it has cov-
erage for all sectors in that sense. : .

Now, some of those sectors separately measured in the national
accounts have different degrees of reliability. It does represent, though,
the overall activity of the economy as such.

Chairman Proxmire. One more question on this point, Mr. Staats.
If the private sector has only about 12 percent actually measured,
and the Federal Government has 60 percent, and there is an increasing
amount—TI don’t know what it is—for the State and local governments,
when would it be wise in your view to incorporate into our pro-
ductivity measurements the Government? I understand presently you
still have the statistics which are based only on the private sector and
exclude Government, on the assumption that Government productivity
1s not significant. ’

Mr. Staats. Eventually we think, Mr. Chairman, that this would
be a desirable thing to do. Mr. Mark may wish .to comment on this.
And I would appreciate his thought with respect to it. But our main
effort at this point has been to try to get reliable measures in the public
sector, and the Federal sector particularly, with the idea that eventu-
ally we would have possibly a single national index. ‘

Do you want to comment on that, Mr. Mark? ,

Mr. Magrx. The decision to include the public sector measure in the
total measure would really be dependent on the national accounts
treatment of it. Ih the whole system of national accounts, for a variety
of reasons, the measurement of Government output is based on wages
and salaries expressed in base-year dollars. This, in turn, is derived
by moving base year compensation by changes in Government em-
ployment. We have to stay with that measure in order to be con-
sistent with the entire framework of the national accounts. In the
eventuality that the national accounts would be modified to incor-
porate those, it is possible that the national accounts would give a
better measure of Government output, and then we would include
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them in the Bureau of Labor Statistics measures of productivity for
the overall economy.

Chairman Proxmire. Have you been discussing that with them?
Do you think they will make it in a year or so?

Mr. Mark. I don’t know. We have had discussions with them.

Chairman Proxaire. Go right ahead, Mr. Staats.

Mr. Staars. Next we refer to two examples where mechanization
has played a large part in improving output, and I would like to
ask Mr. Morris again if he would explain the charts. I think they
bring this out very vividly. :

Mr. Morrzs. One of the things we have learned about Federal activi-
ties is that industrial-type activities—those that manufacture and
produce products for sale to others—have the same experience as their
counterparts in the private sector in that mechanization and automa-
tion are very important ingredients of improved productivity.

One interesting illustration

Chairman Proxmire. This is the area which is the most comparable
to the private sector. Is that right ¢
* *Mr. Morris. This is the closest to the private sector.

Chairman Proxmike. You do some manufacturing and you do
some distribution ? :

Mr. Morris. Yes, sir. This is the Topographic Division of the De-

partment of the Interior. Just briefly, this is a group of 1,300 em-
ployees, and they produce topographic maps on about 100,000 square
miles each year. The important story that this chart * tells is that the
output per man-year has gone from 66.8 square miles to 84.9 in the
last 5 years, with a 27-percent productivity gain. That has come about
through the ingenuity of the management of this Division. Through
modernizing its equipment and through research it has produced
novel types of equipment, such as super-wide-angle cameras and
stereotype equipment, to assist in map production. They have put in a
nationwide ADP mapping system, including automatic ADP plotting
‘equipment, as it is called ; and they have greatly enhanced the training
and stability of their work force. '
. Chairman Proxmire. This raises a question which would bother me
at this point if you just left it there. It seems to me that in the private
economy, when you measure productivity increases you have to include
the cost of the equipment that you buy. You can’t simply do it by
comparing man-year with man-year. It may be less effective if the
equipment is very expensive, or it wears out quickly, or something like
that. Is that correct, even though the number of man-years may be
less on that particular job? '

Mr. Mogrris. The cost of equipment, capital investments, is not re-
flected in these indexes. Tt is not included in the Bureau of Labor Sta-
tistics indexes either.

Chairman ProxMire. So to take the 27 percent increase in 5 years and
compare it with private industry would not be a proper comparison.
Is that correct ? '

Mr. Morris. It would be a proper comparison with the data that the
Bureau of Labor Statistics publishes quarterly, that you referred to

1 See chart No. 2, p. 28.
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earlier. This data too is based on output per man-hour in the private
sector.

Chairman Proxmire. What I am getting at, their output figures
would also include the amount of man-hours that has to go into pro-
ducing the machines which would make this particular department
more efficient. Do you see my point? In the private sector you might
buy the machine, for example, that would take just about as much in
man-hours to produce as the man-hours it would save for the company
that buys it. Normally that company wouldn’t buy it because there
wouldn’t be sufficient economy in doing so.

Mr. Morrts. That is correct, sir.

Chairman Proxmrire, But in the Government picture if all you
measure is the amount of manpower and not the cost of the machine, if
that isn’t ecranked in in any way, it seems to me that the comparison
wouldn’t be apt. _ :

Mr. Morris. Let me first say that we do in Government, as in the
private sector, make cost-benefit analyses before we buy the equip-
ment. We know it will pay for itself within 1 year, 2 years, or what-
ever. And there are illustrations we will come to in our testimony to-
that effect. We have not learned how to include those costs in comput-
ing productivity indexes. We are still working on that. )

We have one illustration for you, if I may turn to it, where this is
being done in the Bureau of Engraving and- Printing, headed by Mr.
James Conlon, who is with us this morning. They compute their pro-
ductivity both with and without capital investment costs added in.
This chart* shows their productivity on a straight manpower basis
only. Their output in this 6-year period from 1967 to 1973 meas-
ured 54 percent, but their employment rose only 22 percent, with a
consequent improvement in productivity per man-year of 26 percent.

Now, I would like, with your permission, sir, to ask Mr. Conlon to
comment further on how he reflects capital costs, which are so impor-
tant to him in achieving these results.

Chairman Proxare. Then we are going to have to go very quickly
to the floor again, because now there is a rollcall. Will this take 2 min-
utes or longer ? Why don’t we go, then, and come back?

Senator Percy. Could I ask just one question? What attitude do
you find on the part of Government officials in the various departments
and agencies? Do you find a sense of the importance that this has, a
desire to accomplish this goal? Are they able to set up goals as easily
as the private sector ? »

Mr. Morris. Senator, this varies to extremes. In the very highly
automated production-type activities such as engraving and printing,
I think we compare with the best in the private sector. In those that
are more manpower oriented, very frequently the opportunity to meas-
ure productivity has not been present, and the awareness has not been
there. This project, however, is causing managers in all agencies to
give more attention to what causes productivity to go up, stay level or
go down. We think the awareness factor is one of its most important
benefits.

Mr. Staarts. You really can’t do much about it until we have learned
how to measure. Because that is really the first step. And we are going

1 See chart No. 3, p. 28.
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to touch on several points later on in our statement as to ways in which
we can increase their incentive to use productive analysis. And one
reason we welcome this hearing is because this will give another di-
- mension of interest to this whole subject. '

Chairman Proxmire. We will be right back. Apologies.

[A short recess was taken.]

Chairman Proxyire. Go right ahead.

Mr. Staats. Mr. Chairman, Mr. Conlon, who is head of the Bureau
of Printing and Engraving, 1s with us this morning. We would like
to have him just take a few minutes to explain this chart. I think it
will bring out also the point that you were asking about in terms of
productivity in relation to total cost as well as to manpower input.

Mr. Convon. Mr. Chairman, if I were to synthesize the factors that
have permitted us to be what I objectively believe is a productive oper-

- ation, it would be first of all the fact that we operate from a revolving
fund established by the Congress in 1950. ,

Second, that we maintain a highly sensitive unit cost situation which
identifies the increments of cost in every operation, every facet of the
operations.

And third, that in the recent past, particularly 5 or 6 years, we have
given a very high emphasis to our human resources.

And finally, the fact that because of the nature of our operations, its
uniqueness and technology, we have to do a great deal of our own in-
house designs and engineering work, and most of our equipment is
pretty much custom designed.

I would say that our unit cost structure, and our unit cost identifica-
tion, causes managers to be highly sensitive to the cost effectiveness of
operations.

The accumulation of this kind of date and its identification of trends
and specifics with regard to effectiveness has caused us to be able to
identify the best areas for capitalization. In a highly labor intensive
area, for example, we have found that the impact of inputs of cost
can be quite serious. And accordingly, it has been the catalyst for our
motivating innovations in these operations.

In the revolving fund structure, because of its being established in
1950, we found difficulties in acquiring sufficient funds through de-
preciation to be able to modernize at the rate that we would like to.
And in the recent past we have asked and received from the Congress
some additional moneys to that fund. However, we were directed by
the Appropriations Committees last year to sseek.new methods of
financing. In pursuing that we have developed some new techniques
for financing. Hopefully by July of this coming year we are going to
institute a surcharge approach to customer agencies which will permit
us to accumulate funds for further modernization.

We have also innovated a new potential in lease purchase. The usual
lease purchase situation is not useful when we do not have funds, be-
cause of the Federal procurement requirements that we have sufficient
funds in reserve to capitalize or finance the contingency situation of
our cancelling equipment. So by working with highly competitive
manufacturers we have developed a proposal for lease purchase with-
out the contingency liability requirements. And we are about prepared
to sign a contract for new major press equipment which will mean no
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cash outlay to the Government in this respect. Our analysis of the
long-range impact identifies, paradoxically, that the payback to Gov-
ernment will actually be better out of this new approach.

We have also worked with some of our customer agencies, notably
the Postal Service, in identifying for them on cost benefit analysis
where immediate capitalization would result in very fast payback.
We had one situation relative to the packaging of coils of stamps,
wherein we identified that for a capitalization of something like
$550,000 we could get a payback of about $400,000 a year. The Postal
Service worked with us and has agreed to advance us the funds to
permit this kind of acquisition. ,

Similarly encouraged by this, we have looked at other facets of that
operation for the same reasoning. .

Chairman ProxMIre. Are you saying that you get a payback in
effect in about 16 or 17 months that covers the entire cost?

Mr. Coxvrow. In that instant situation, yes, sir. When we look at our
major capitalization such as the press equipment I talked about, we
would anticipate payback in something like 5 years.

Chairman Proxmire. Payback, does that mean it pays for itself?

"~ Mr. ConvLon. Yes, sir, it does.

Chairman Proxwmire. If a private manufacturer industry decides to
buy some equipment—say it is a printing company, and they buy the
press, and they calculate the press will pay for itself, because it would
return its full cost in a period of 4 or 5 years, this would be pretty
much comparable, is that right ? ‘

. Mr. Conron. We use exactly the same criteria, I believe, in meas-
uring the cost payback benefits. Consequently, as we look ahead we
have to do our own modernization, as I mentioned.

Chairman Proxmrre. Do you have any advantage in terms of the
Government’s ability to borrow money cheaper ?

Mr. Conron. No, sir. I wish we had that advantage. That is one of
- the longer range areas that we have identified. I think it is a viable
situation. i

Chairman Proxmire. How would you compare it with Western
Printing Co. in Racine, Wis.? What difference would there be in their
payback computations, or paying for itself computations, or their
equipment.compared to yours?

Mr. Coxron. I would say it would be identical because the cost of
money would be the same for them as for us.

Chairman Proxmire. Why wouldn’t it be less for you, inasmuch as
the risk is zero for the lender?

Mr. Convron. The risk is not zero. This has been part of the selling
philosophy that we have had to use in the instant case that I described
of being able to get a lease purchase without any contingency liability.

Chairman Proxmire. In the event that it didn’t pay out you would
still pay for it, wouldn’t you? There is no conceivable circumstance
in which the selling to you as an agency of the Government wouldn’t
be paid? o

l\Il)r. Staats. It would be riskless as far as the persons lending the
money is concerned,

Chairman Proxmire. I see. Then why wouldn’t the interest rate be
less than it would be for a private loan ?
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Mr. Staats. If I may say so, it would be a little bit less. The experi-
ence that we have had in the Government, TVA and others who have
the authority to go into the market, they have been borrowing for
somewhat less than the commercial rate. It is still in excess of the
Government Treasury rate, but it is lower, because of the considera-
tion of the de facto guarantee that lies behind those borrowers.

Mr. Conron. If I may amend that, Mr. Staats, in the instant case
our custom designed equipment does not have a reusable value as
compared to the commercial pri ting equipment. We operate primar-
ily by the intaglio process. There is not a market outside of this in the
United States——

Chairman Proxmire. The lender does not have to look to the resale
value of the equipment you have, all he has to do is remember the fact
that—it is guaranteed, and you forget how good the equipment is.

Mr. StaaTs. That is the reason it is a lower rate of interest.

Chairman Proxmire. OK.

Mr. Staats. Thank you very much, Mr. Conlon.

Chairman Proxmire. That is very helpful. T-am delighted to get
that comparison, because it is most useful. Because in discussing this
with the people in the private sector one of the questions they raise,
is that the Government has a big advantage here, and you are not com-
paring productivity properly. And I think you have answered that.

Mr. Conrow. I neglected to mention in response to your question
earlier that we do include in our inputs the cost of equipment through
depreciation. So it is reflected definitely in our productivity index.

Chairman ProxMire. Very good. )

Mr. Staats. If I may move on, we point out here that some of the
most. spectacular gains in productivity have been related to programs
where the workload has increased very sharply. And we list several of
these. But then we also have the reverse situation. In contrast to activ-
ities whose productivity benefits from workload increases, we have
found that activities experiencing sharply declining workloads—or
those with a highly uncertain pattern—tend to have productivity
deterioration. We noted, for example, that the Government’s inhouse
printing plants had shown a steady drop in output since 1968, with
no reduction in employment and a consequent decrease in productivity -
" per man-year.

Chairman Proxyire. By and large that is true in the private sector,
too. You will notice the whole private sector productivity either grows
slowly or actually declines in a period of recession. In other words,
when your activity is reduced you hold onto your work force, and
employers are reluctant to fire people, and the result is that productiv-
ity declines.

Mr. Staats. And your most productive laborers are kept on gen-
erally. And then the situation goes up in the cycle, the experience of
the private sector, I think much like we have here in evidence in this
prepared statement.

But in this case, and in the case of the printing plants, there is
a special situation. A major contributing factor to this decline in
productivity was the fact that more of the larger jobs and the easier
work—longer runs, single-color jobs, work without short deadlines—

29-906 0—T74——2
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was bein% contracted out, leaving the smaller jobs and the more difficult
work to be performed inhouse.

Another example involves the large number of activities which
purchase, store, and issue supplies to Federal users throughout the
world. They employ 155,000 personnel and manage several million
items. These supply activities are located primarily in the military
services and in the General Services Administration. With the wind-
ing down of Vietnam, their workload dropped steadily—at a rate,
recently, of 6 percent a year. Surprisingly, however, these agencies
avoided an overall loss in their productivity per man-year by reduc-
ing personnel assigned at least as fast as workload decreased, as well
as by comprehensive programs of mechanization in warehousing and
inventory control activities,

Chairman Proxmire. You say it is surprisingly able to do this. I
think that is most impressive.

Mr. Staars. We think it is unusual.

Chairman Proxmire. I wonder if you could generalize on that
basis? Do you think that this is common to primarily military oriented
organizations, because they are used to cutting back in the event of
the cessation of hostilities, and so forth ?

Mr. Staars. May I ask Tom Morris to respond to your question?

Chairman ProxMire. Yes.

Mr. Morrzs. Sir, we are not really sure. We think part of it is due
simply to good management in obtaining responsive adjustment of
work forces to workloads. Another factor seems to be that that class
of employee, the blue collar class, is somewhat more accustomed to
surges and declines in workloads, in shipyards, and warehouses and

‘other functions. So what we have learned here is that it is more likely

that we can keep an economic balance between staffing and workloads
in this class of activity. But again, it seems to us an indication of
good management, alert management.

Chairman Proxmire. Shouldn’t that be one of the fallout benefits,
the productivity measurement, to make management more sensitive to
this, and as they find their productions down they ought to look for
ways of reducing their costs?

Mr. Staats. Not only for the manager directly, but for OMB and
for the Congress as well.

Mr. Chairman, the next point relates to Senator Percy’s question
a few minutes ago as to the attitude within Government. In our dis-
cussions with several hundred Federal managers during the past 2
years, we have been told that the initiative to improve productivity
is sharply reduced when:

Arbitrary personnel ceilings make it impossible to maintain ade-
quate service standards or result in the accumulation of intolerable
backlogs. .

The requirement to reduce average salaries results in employing less
qualified personnel who have higher attrition in the_first year and
less promotion potential.

Mandatory personnel cuts are applied equally to those who have
achieved greater efficiency and to those who have not. ,

Such complaints have no easy solutions since they indicate the need
for more skill in managing and in rewarding good performance. In
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our future studies we plan to highlight good and poor experience
through case examples.

It is obvious that good personnel practices here are a_ planned and
important part. And Mr. Rosen will speak to this point in a few min-
utes. But we also point out here, I think maybe another good manage-
ment example encountered during our work was the progress of the
Treasury Department’s Bureau of Customs, which has experienced a
doubling in foreign mail parcels processed since 1967. This illustrates
the importance of good management system. )

And again we have a chart* here which I think will be helpful.

- Mr. Mornis. This was one of our case studies in the last year. What
we discovered was that the Bureau of Customs in its processing of
incoming foreign mail parcels had experienced almost a 100 percent
increase in the 5-year period from 1967 to 1972. It has been able to
accommodate this with only a 44-percent increase in man-years—
growing from a staff of 511 to 735 assigned to this type of work. The
result was a productivity gain of 34 percent.

We found that many changes had occurred to make this possible—
better facilities, specialized facilities for different types of mail, better
systems, but most important, specialized personnel opportunities. With
the growing workload they were able to offer better career and upward
mobility opportunities to their staff, and better performances resulted
because of the better personnel practices. We think about half the
benefits here could be attributed to that.

Mr. Staats. If I may, I would like to turn now to the importance
of capital investment in productivity improvement.

In some ways I think this could well be the most important point
of all resulting from our study.

Authorities have concluded that improved technology and the avail-
ability of more capital per worker have been the major sources of pro-
ductivity growth in the private sector over a long period of time. In
light of this finding, the joint project team studied ways in which
Federal agencies now select capital investment items for inclusion in
their annual budgets. The team found that Federal managers some-
times lack the incentive and opportunity to seek funds for cost-
reducing capital investments. Such projects tend to drop out of tight
budgets when they have to compete with items related to program
requirements or current priorities, such as pollution abatement, health,
and safety. This contrasts sharply with the experience in the private
sector, where top management and boards of directors keep the spot-
light on productivity investments. |

To document opportunities for more timely financing of produc-
tivity-improving investments, the joint team obtained data on
unfunded projects from 14 agencies and selected a number for analysis.

There is a special report on this, Mr. Chairman, which I believe
you have before you. But in this sample the team identified 392 projects
which would be self-liquidating in less than 3 years—with one time
savings of $62 million and recurring annual savings of $66 million.
The team believed that this sample covered only about half of the
opportunities which might have been discovered in a complete inven-

1 See chart No. 4, p. 29.
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tory. Examples of the investment possibilities are modern materials-
handling equipment, tape-driven machine tools, automated laboratory
equipment, mechanized warehouse equipment, consolidation of facili-
ties, and others.

Concurrent with the team’s study, the Army conducted its own test
by allocating a $500,000 fund, available only for fast payback capital
investments, to its Ammunition Procurement and Supply Agency
(APSA) in Joliet, IIl. APSA was allowed to make immediate de-
cisions on proposed investments by the Government Owned Contractor
Operated (GOCO) ammunition-loading plants where the payback
could be achieved in 2 years or less. In a few months, 24 projects were
approved which would return $1.8 million in annual savings. The ma-
jority of these projects have paid or will pay for themselves in less
than 180 days following installation. Illustrations are :

An automatic nailing machine costing $38,185 saved 20 men in con-
structing pallets for bombs. The annual savings of $240,000 resulted
n an amortization period of 57 days. And there are other examples
here. We have charts® which again Mr. Morris will explain to you,
which I think illustrates very graphically what savings are possible.

Chairman Proxmire. That first example you gave, an automatic
nailing machine costing $38,000 and saving 20 men, that would pay
for itself in less than a year, wouldn’t it ?

Mr. Morrts. In less than 8 months.

This is the startling thing about what this study has revealed, that
there are many, many investments at activity locations which are
passed up——

Chairman Proxmire. Have the newspapers picked up this at all?
Has this story been released or handled in such a way that the news-
papers have let the success story be known.

Mr. Morris. No, sir.

Chairman Proxmire. I am as guilty as anybody, or more so, for
criticizing the Defense Department for wasting money and for all their
failures. I think something like this—you ought to let this one read as
something that is an example of the success of the military.

Mr. Staats. That is a very good point you are making, Mr. Chair-
man, because we ought to be in a position to give more recognition to
people who are willing to make these kinds of decisions.

Mr. Ing. Mr. Chairman, if T might just add a note, there have been
several instances in which this type of thing has been released to the
press. But frankly, we have had great difficulty in interesting the press
in picking it up.

Chairman Proxmire. Mr. Ink, could you give me, when you get a
chance, maybe in the next couple of days write me a letter giving me
the instances that you have in mind. Maybe if I put them all together
I could get together with some press people and see if we can give that
a ride.

Mr. Ing. I don’t have a complete listing, but I will supply it for the
record.? :

1 See charts Nos. 5 and 6, p. 29 and p. 30, respectively.
2 See Mr. Ink's letter, dated Jan. 4, 1974, beginning on p. 69.
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Chairman Proxmire. Just give whatever number of examples you
think would be most impressive. I think this one right here if presented
in the right way—if you can pay for an investment in 3 months, that
is fantastic. Anybody who didn’t do that in private industry would
be out on his tail if he had any kind of board of directors.

I am sorry to interrupt you, Mr. Morris.

Mr. Morris. That is all right, sir. You made the point so quickly
that I didn’t feel it necessary to proceed.

What we have learned is that our appropriations process and our
budget planning process just simply isn’t geared to permit this kind
of expenditure to take place in a timely way. The appropriation proc-
ess may run 18 to 20 months for that $38,000 item. We not only lose
the saving during that time, but when we have got to the point of
finally buying it there is probably something else that we should do
with those dollars. So we have discovered through this study that we
need much better procedures for allowing people to proceed quickly
to make investments that are going to pay back in a few months’ time.
Out of 24 cases one paid back in 30 days, five in 2 months, four in 90
days, six in 180, and only eight went over 6 months. The Air Force and
the Navy are planning similar tests now, we are advised.

Mr. Stasts. Why don’t you go ahead and present the other charts
while you are there?

Chairman Proxmire. Only eight went over 6 months, and in 6
months to 2 years they had all paid for themselves?

Mr. Morris. Yes, sir. Altogether there were 24 cases. Those are just
illustrations. And we have all 24 which will be submitted for the
record.!

Mr. Bennewitz of the Defense Department, who is with us, is re-
sponsible for this program. As you see, we have cases where expendi-
tures of $50,000 were paid back in 41 days. So it is obvious that there
are many opportunities that we have never known about, that have
been buried.

Chairman Proxmrre. That automatic loading and small arms ammu-
nition pays for itself in 41 days. It is astonishing.

Mr. Morris. That is right, sir, saving 42 people who were engaged
in packing operations.

Chairman Proxumire. That is $435,000 a year. That is not peanuts.

Mr. StaaTs. We could cite many other examples, Mr. Chairman, but
these are just a few that help bring out the basic point. We cite a couple
of others here, and there are many more in the document which we
have given to you.

Chairman Proxmire. Maybe, Mr. Ink, if I just go through this a
little more carefully than I have had a chance to I can get them out
of here. This chart itself gives me great success stories.

Mr. Staaras. We are advised that the Air Force and the Navy are
considering similar tests to the ones we have just referred to here.
The experiences revealed here are of such value that we are submitting
a more detailed writeup on it for inclusion in your hearing record.? We
think it is very important.

1 See table entitled “Self-Amortizing Equipment Investments,” in Mr. Bennewitz’ pre-

pared statement, p. 34.
2 See Mr. Ink’s letter, dated Jan. 4, 1974, beginning on p. 69.
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Mr. Chairman, I might digress here to say that one of the most
encouraging things about this whole study that we have done is to get
people to be thinking in terms of productivity analysis, capital invest-
ment decisions, personnel management, and so forth. So that this is
one of the fallouts or byproducts that we are getting, from the very
fact that we are beginning to focus now on productivity and output
measures.

After considering these findings, the joint team concluded that
several actions were necessary to insure timely capital investments in
support of future productivity improvements:

First, the need for clear visibility in the Federal budget process,
through a separate declaration to OMB and the Congress, of capital
items with productivity-enhancement potential.

Second, expert attention to developing high-payoff capital invest-
ment opportunities. This means adding to agency organizations per-
sonnel trained in identifying such opportunities.

Third, better audits of actual results obtained to insure credibility
and achievement of the results anticipated.

Fourth, timely financing. A study of ways to achieve this objective
is continuing. It may be that legislation may be necessary to allow
certain activities, particularly those operating under industrial or re-
volving funds, the authority to borrow or otherwise establish reserves
for new equipment purchases.

Chairman Proxmmire. Could I interrupt at this point and say that I
think it would be very helpful—I don’t know if you can do it, if you
arc in a position to do it—if we could work in the direction of trying
to determine just some examples for each subcommittee chairman, the
House and Senate Appropriations Committees. For example, I am
chairman of the subcommittee that handles the money for HUD, the
Veterans’ Administration, and for Space, and so on. If I could show
some examples of some savings there in each of these agencies, any
three or four of those agencies, I am sure that my opposite number
in the House, Congressman Boland, would be just as interested as I
am, or more so. And I think this is true right down the line of all the
subcommittee chairmen of the House and Senate. And I would think
that the agency heads would also be very interested in this kind of
thing if it 1s called to their attention.

Mr. Staats. You have anticipated me a little bit here, because in
our future plans we say in the prepared statement that the joint
financial management improvement program task force, in which
GAO will actively participate, has been assigned the responsibility
of analyzing the factors which have caused productivity changes and
preparing an annual report to the President and the Congress. The
report will analyze productivity trends and present case studies to
illustrate factors contributing to productivity increases and decreases.
The task force will also continue to seek opportunities for expanding
the coverage of the indexes.

Now, here is something that is relevant to your question, Mr.
Chairman.

In addition, GAO plans to report annually to the Congress on the
agencies’ progress in, (1) identifying opportunities for using labor-
saving equipment, and (2) acquiring it. We believe such visibility is
necessary to insure attention to such investments, without which the
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Government will fall short of achieving its full potential for improved
productivity.

You have made a good suggestion, I think, here, that we could bring
this down by agencies and by subcommittees of the Appropriations
Committees.

Chairman Proxuige. I think we would all be enormously grateful.
We are all looking for these things, and we want to do something that
will enable us to get more for the taxpayers’ dollars.

Mr. StaaTs. We are very enthusiastic about this approach, and we
think it should be extremely helpful to both the agencies and the
Congress.

[The prepared statements of Mr. Staats and Mr. Bennewitz, to-
gether with a report from the Department of Health, Education, and

Welfare follow:]

PREPARED STATEMENT OF HoN. ELMER B. STAATS

Mr. Chairman and members of the subcommittee, I am pleased to appear with
my colleagues today to report to you on a joint effort—begun at the request of
this Committee in the fall of 1970—to assess the feasibility of measuring and
enhancing Federal productivity.

In making the request, Chairman Proxmire said :

“In view of the impotrance of the Federal sector to the economy as & whole,
and in view of the responsibility vested in Congress for controlling Federal
expenditures, I find it distressing that we have no real measures of efficiency
for the Federal sector.”

After receiving this request, I suggested to the Director of the Office of
Management and Budget (OMB) and to the Chairman of the Civil Service
Commission (CSC) that we conduct a joint review of the feasibility of measur-
ing the Federal sector productivity. They readily agreed.

I am accompanied this morning by the three Directors of this joint effort.

Mr. Dwight Ink, Deputy Administrator, General Services Administration

(formerly Assistant Director, OMB).

Mr. Bernard Rosen, Executive Director, Civil Service Commission.
Mr. Thomas D. Morris, Assistant Comptroller General.

T am also pleased to be joined this morning by Mr. Frank Zarb, Assistant
Director of OMB, and Mr. Jerome A. Mark, Assistant Commission for Pro-
ductivity and Technology, Bureau of Labor Statistics, and several agency offi-
cials. We have also had excellent cooperation from the National Commission on
Productivity.

On behalf of all those who have been concerned with this effort, we should like
to express our appreciation for the initiative which the Joint Economic Committee
has taken in this area. Your Committee has had a long-standing interest in
private sector productivity. It is important that the Congress have an equal con-
cern in the public sector. Your hearings should be most helpful in highlighting
this important effort, the progress which it has made, and the work which lies
ahead.

1 will cover four points today :
First, why is productivity measurement an important tool for managers

in the Federal sector and in the public sector in general?
Second, what have we learned about the measurability of the Federal

sector?

Third, what are the factors which cause change in Federal productivity,
and how can we influence such changes in the future? To illustrate this point,
1 will cite several case examples.

Fourth, how are we planning to perpetuate the lessons we have learned

to date?
A. WHY ARE PRODUCTIVICY MEASURES IMPORTANT IN THE PUBLIC SECTOR?

Productivity in the public sector is beginning to receive the serious attention
which it deserves. We have come a long way from the once-held concept that
productivity measurement and analysis is synonymous with the stop-watch and
work measurement of employees. Appropriately, there is growing recognition of
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tl}e fact that improved output performance is a product not only of labor effi-
ciency but, even more, a product of improved capital equipment, technological
changes, and improved supervision. In short, it is an indicator of output as
affected by all of these factors.

Here are a few reasons why we stress the importance of public sector
productivity :

Over the past decade, the public sector expenditures at all levels of gov-
ernment have increased at a faster rate than any other major category of
expenditures which make up the Gross National Product, Governments,
either directly or through others who receive government funds, now buy
approximately one-third of all the goods and services which make up the
Gross National Product.

At the same time, official national indices in the past have shown a zero
growth in public sector productivity. As one economist has put it, past studies
have assumed a “regrettable negative productivity rate in local, State, and
Federal governments.”

The Federal Government has an obvious interest in the performance and
productivity of State and local government, highlighted by the fact that there
has been an increase of about 10 percent a year in Federal assistance over
the past decade. Currently, the Federal Government provides over 20 percent
of the total revenues of State and local government through various forms
of grant assistance and through revenue sharing.

The Federal Government has devoted a great deal of attention and effort
to steps to increase productivity in the private sector as one way of improv-
ing the United States competitive position in world markets and to reduce
inflationary pressures. We believe that Government should apply the same
admonitions and efforts to its own operations and hopefully even set an
example in its efforts to improve productivity in the public sector.

The potential for savings through increased productivity is highlighted
by the faet that Federal, State, and local payrolls now approximate $149
billion. Thus, even a small change in productivity has tremendous potentials
for savings or offsets to increased costs. .

B. TO WHAT EXTENT IS FEDERAL PRODUCTIVITY MEASURABLE?

The challenge to the joint project team in the past 2% years has leen to
identify those Federal activities for which quantitative outputs can be consist-
ently counted from year to year and can be related to the manpower resources
consumed in their production. We are interested not in the profusion of statis-
tical data, such as one finds in budget appendixes, but in the significant indicators
which reflect the overall output of orgnizational units, For example:

The Postal Service keeps detailed data on the numbers of pieces of mail

~and parcels of each class which it delivers. These are the final products of

the work of its 700,000 employees.

Similarly, the Social Security Administration (SSA) keeps precise data
on the number of actions taken to provide payments and other services to
the millions of beneficiaries of its various programs. These are the final
outputs of its 62,000 employees.

The Bureau of Engraving and Printing keeps complete records of the cur-
rency, stamps, coupons, and other documents which are the final products
of its 3,500-man workforce.

After a period of trial and error, and with valuable guidance from the staff
of the Bureau of Labor Statistics (BLS), we began the first Government-wide
collection of productivity data in September 1972. We requested the best avail-
able data for the 6 years 1967-72 from all agencies with 200 or more employees.
We asked for the actual quantitative information, in consistent terms, on (1)
outputs, (2) man-years, and (3) wages consumed in producing these products.!

As a result:

‘We obtained reports from 187 organizational elements in 45 agencies. A
list of these agencies appears as Attachment 1.

1The detailed findings of this study are contalned in a report entitled “Measuring and
Enhancing Productivity in the Federal Government—Phase III Summary Report” and
published June 30, 1973.
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The reports cover over 1.7 million man-years of employment, representing
60 percent of the civilian man-years worked in fiscal year 1972 and account-
ing for $20 billion in civilian payroll costs.

The data identified 776 different work outputs. When this data was aggre-
gated, using techniques such as those BLS employed in the private sector,
the Federal activities in the 6-year sample showed annual rates of pro-
ductivity improvement which varied from 1.1 percent to 2.8 percent, with
an average annual gain of 1.7 percent. Data for fiscal year 1973 is now being
gathered, but it is too early to predict the year’s trend. It is interesting to
note, however, that each 1 percent improvement in productivity of the
Federal sector equals a payroll savings of approximately $200 million.

An overall review of the data reveals that the Federal sector is undoubtedly
the world’s largest, most diversified conglomerate. It includes a number of orga-
nizations which have been increasing their productivity as much as 5 percent
or more annually—an excellent record. It also includes activities which have
shown declining productivity and others which have tended to remain constant
in their output per man-year. In fact, between 1971 and 1972, the number of orga-
nizational elements showing increases and decreases was approximately equal.
Thus, one must observe that a simple overall index of Federal productivity
change, like trends in the productivity and profits of business enterprise as a
whole, includes wide extremes. Although it is incorrect to assume that past
trends can be automatically projected into the future, they are nevertheless
important in analyzing individual sectors of the total.

We conclude that productivity indices should be used primarily as trend indi-
cators and are not conclusive as to overall management or program performance.
The numbers require considerable interpretation along with other indicators of
performance—especially those concerned with program results, effectiveness,
and quality. We believe that the most important use of productivity indices is
in analyzing the causes of productivity change and in taking management action,
when possible, to correct conditions that are causing productivity to lag. It
is also apparent that we should expect fluctuations both up and down among
Federal activities from year to year as a result of numerous factors, only some
of which are controllable by Federal managers. Because of these characteristics
and the limitations of productivity indicators, we believe that the analysis of
Tederal productivity should deal with trends in cross-cutting functions rather
than with agencies as a whole. The agencies themselves should use the individual
data in assessing their own performance and in reporting on that performance
to OMB and the Congress, as appropriate.

This brings me to the most important aspect of our joint research project:

C. WHAT FACTORS CAUSE PRODUCTIVITY CHANGE IN THE FEDERAL SECTOR?

Productivity measurement would be rather meaningless if it consisted only of
gathering statistics and adding up the results.

The important point is: What do we do about the index after we obtain it?
We have discovered that this is the most important value of productivity
measurement in the Federal sector.

The relevant questions are:

Is the change which occurred the result of planned actions to improve
either quantity or quality of performance? Or is it simply a happenstance
result?

What are the positive and negative factors which produced the result?

How can we optimize productivity in relation to service to the public,
accuracy of output, or other essential quality eriteria?

What will be the trend ? What can we do about it now?

The Joint team has addressed questions of this type to a number of Fed-
eral managers. We grouped the 187 reporting organizations into functional cate-
gories which have similar work processes, or program missions. Altogether, 16
such functional categories were identified, a list of which appears as Attach-
ment 2.

Tet me select a few of the categories to illustrate the kinds of insights which
productivity research is giving to Federal managers.
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1. Computerization and paperwork systems improvements have been significant
factors in raising the productivity of the Federal Government's massive
clerical operations

Several of the functional groups analyzead fall into this category :

Annual increase 1967-72 (percent)
Organizational

Function Man-years elements Output Man-years Productivity
Citizens records_ . ... __._.______.___ 108, 000 14 5.6 1.9 3.3
Loans and grants_____ 26,000 12 14.1 31 9.5
Regulatory activities 68, 000 36 5.7 0 5.7

Total .. ... 202, 000 B e

These activities are characterized by steadily increasing workloads accom-
plished with only small changes in manpower. In every case, computerization has
been the major factor in improved productivity, along with associated systems
improvements.

Omne of the most dramatic case studies is improvement in SSA, which services
30 million retirement survivors and disability beneficiaries and provides health
insurance protection for 20 million individuals. SSA has measured its produc-
tivity since the mid 1950s and has been among the Federal leaders of better
management. A detailed discussion of its productivity trends is contained in
a separate statement which I am submitting for the record. In summary, this
review indicates that:

In fiscal year 1973, SSA required 61,777 man-years to service its bene-
ficiaries. At productivity levels prevailing in 1964 SSA would have required
31,919 additional man-years to perform this work.

These gains are attributed to :

Automation.

Systems improvement, including assisting beneficiaries by telephone
rather than requiring office visitations.

Statistical analysis to eliminate or short-cut reviews of claims which
have minimum errors.

Use of new techniques to measure and foster improved service to
beneficiaries.

In reviewing the experience of the organizational elements which ave in-
volved in these functional areas, one is impressed with the fact that the lead-
time between initiating the improvement and finally realizing it in terms of
greater productivity may be 2 or more years and that forward planning is
essential for continued productivity improvement.

2. Mechanization has been the dominant factor behind productivity gains in
industrial and manufacturing-type operations
What the computer has done for mass paperwork activities, other forms
of mechanization and automation are doing for the Government’s numerous
manufacturing and industrial-type activities. Examples are:

X Annual increase 1967-72 (percent)
Organizational

Function Man-years elements Output Man-years Productivity
29,657 5 18.4 1.7 1.7

7,911 4 7.8 2.3 4.9

111, 458 4 5.7 2.2 3.6

94, 808 5 4.3 -~2.0 7.0

Total. ... 243,834 18

These activifies have enjoyed a high workload growth and possess a high
botential for automation which its managers have provided in a timely manner.
The power group is led by Tennessee Valley Authority (TVA), transportation
by the Federal Aviation Administration (FAA), overhaul and repair by the mili-
lary services.
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Two very revealing case studies were made of agencies in the specialized print-
ing function:

The Department of the Interior, Geological Survey, Topographic Division,
each year maps over 100,000 square miles. Since 1967 the Division has stead-
ily reduced its personnel while maintaining a relatively constant output. The
result is that the number of square miles mapped per man-year has risen
from 67 in 1967 to 85 in 1972—an annual gain of better than 5 per cent. The
reasons for this improvement are: .

20-year-old plotting instruments were replaced by new and more versa-
tile equipment which is more accurate and productive since it permits
the use of superwide-angle cameras.

Improved stereo-projection equipment was developed as a result of the
Division’s own research program.

A nationwide system of computers was installed to service the four map-
ping centers in performing intricate computations needed for precision
mapping, as well as to substitute computer plotting for manual plotting.

Visual aids were developed to assist individual workers and to prevent
deterioration in their eyesight, thus prolonging their years of high
productivity.

The Bureau of Engraving and Printing (BEP) has increased its output of
currenecy, stamps, and other instruments by better than 50 percent since
1967—achieving volumes of 3 billion items of currency and 26 billion stamps.
To support this expansion, it has had to increase manpower by less than 25
percent, thus achieving an annual productivity growth exceeding 5 percent
a year. This represents a savings of 1,000 employees. The most significant
increase has been in currency production ; former wet-printing-process equip-
ment which turned out sheets of 18 subjects has been replaced by a faster
dry-process printing which produces sheets of 32 subjects.

As will be discussed later, timely capital investment in labor-saving devices
is an essential requirement for sustained productivity improvement in the Fed-
eral Government.

8. Fluctuations in the volume and complezity of work are a significant factor in
productivity change from year to year :

Our studies reveal that activities experiencing continuous growth in work-
load—such as those involved in maintaining citizens records, grant programs,
power-generating activities, transportation, and the Postal Service—have im-
proved steadily in their output per man-year. The pressure of continuous growth
appears to foster systems improvements and to provide incentives for innovation
which increase the output per person. However, we find real concern among these
activities that standards of service to the recipient, or minimum levels of quality,
not be reduced at the expense of achieving efficiency gains. We encountered excel-
lent techniques for measuring quality being developed by SSA, IRS, and the
Postal Services, among others.

In contrast to activities whose productivity benefits from workload increases,
we have found that activities experiencing sharply declining workloads—or those
with a highly uncertain pattern—tend to have productivity deterioration. We
noted, for example, that the Government’s in-house printing plants had shown
a steady drop in output since 1968, with no reduction in employment and a con-
sequent decrease in productivity per man-year. A major contributing factor to
this decline in productivity was the fact that more of the larger jobs and the
easier work (longer runs, single-color jobs, work without short deadlines) were
being contracted out leaving the smaller jobs and the more difficult work to be
performed in-house.

Another example involves the large number of activities which purchase, store,
and issue supplies to Federal users throughout the world. They employ 155,000
personnel and manage several million items. These supply activities are located
primarily in the military services and in the General Services Administration.
With the winding down of Vietnam, their workload dropped steadily—at a rate,
recently, of 6 percent a year. Surprisingly, however, these agencies avoided an
overall loss in their productivity per man-year by reducing personnel assigned at
least as fast as workload decreased, as well as by comprehensive programs of
mechanization in warehousing and inventory control activities.
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D. ENLIGHTENED MANPOWER MANAGEMENT IS A KEY FACTOR IN PRODUCTIVITY CHANGE
IN THE FEDERAL SECTOR

. I am sure we all agree that productivity improvement will not succeed if it is
simply and primarily aimed at driving employees to work harder. Richard Ger-
stenberg, Chairman of General Motors, captured this very important point in the
following statement :

‘ “I regard productivity as a measure of management's efficiency, or lack of
efficiency, in employing all the necessary resources—natural, human, and
financial.”

In our discussions with several hundred Federal managers during the past 2
years, we have been told that the initiative to improve productivity is sharply
reduced when :

Arbitrary personnel ceilings make it impossible to maintain adequate
service standards or result in the accumulation of intolerable backlogs.

The requirement to reduce average salaries results in employing less-
qualified personnel who have higher attrition in the first year and less pro-
motion potential.

Mandatory personnel cuts are applied equally to those who have achieved
greater cfficiency and to those who have not.

Such complaints have no easy solutions since they indicate the need for more
skill in managing and in rewarding good performance. In our future studies we
plan to highlight good and poor experience through case examples.

Another source for future productivity improvement will arise from providing
employees broader opportunities to be involved in the final products of their
organization—through such techniques as job enrichment, job restructuring,
upward mobility, and participative management. We have noted that the organi-
zations which are successful in improving productivity are also emphasizing
better working conditions or better opportunities for their employees. Each such
agency cited thus far (SSA, BEP, and Geologic Survey, Topographic Division)
has had a significant program or project devoted to this objective.

Another good management example encountered during our phase III work
was the progress of the Treasury Department’s Bureau of Customs, which has
experienced a doubling in foreign mail parcels processed since 1967. The Bureau
has been able to assimilate this increase with an addition of only 44 percent in
staffing by having better management systems and, particularly, by offering its
employees opportunities to develop specialties in this function. This has afforded
upward mobility to personnel who formerly were blocked in dead-end jobs.

E. THE IMPORTANCE OF CAPITAL INVESTMENT IN PRODUCTIVITY IMPROVEMENT

Authorities have concluded that improved technology and the availability of
more capital per worker have been the major sources of productivity growth in
the private sector over a long period of time. In light of this finding, the joint
project team studied ways in which Federal agencies now select capital invest-
ment items for inclusion in their annual budgets. The team found that Federal
managers sometimes lack the incentive and opportunity to seek funds for cost-
reducing capital investments. Such projects tend to drop out of tight budgets
when they have to compete with items related to program requirements or
current priorities, such as pollution abatement, health, and safety. This contrasts
sharply with the experience in the private sector, where top management and
boards of directors keep the spotlight on such investments. L

To document opportunities for more timely financing of produc.tiwty-xmprov-
ing investments, the joint team obtained data on unfunded prOJects-fron.l 14
agencies and selected a number for analysis.’ In this sample the tea_m 1dent1fied
392 projects which would be self-liquidating in less than 3 ye‘ar's—-wnh one time
savings of $62 million and recurring annual savings of $66 million. Tpe team pe-
lieved that this sample covered only about half of the opportunities which
might have been discovered in a complete inventory. Examples of the inyestment
possibilities are modern materials-handling equipment, tape-driyen machine topls,
automated laboratory equipment, mechanized warehouse equipment, consolida-
tion of facilities, and others.

2The detalled finding of this study are contained in a report entitled, “z}’nalysls of Pro-
ductivity Enhancing Cgpltal Investment Opportunities (Special Report #4)"” and published
September 1973.
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Concurrent with the team’s study, the Army conducted its own test by allo-
cating a $500,000 fund, available only for fast payback capital investments, to
its Ammunition Procurement and Supply Agency (APSA) in Joliet, Ilinois.
APSA was allowed to make immediate decisions on proposed investments by the
Government Owned Contractor Operated (GOCO) ammunition-loading plants
where the payback could be achieved in 2 years or less. In a few months, 24 proj-
ects were approved which would return $1.8 million in annual savings. The
majority of these projects have paid or will pay for themselves in less than 180
days following installation. Illustrations are :

An automatic nailing machine costing $38,185 saved 20 men in constructing
pallets for bombs. The annual savings of $240,000 resulted in an amortization
period of 57 days.

A machine for automatically loading small-arms ammunition costing
$50,000 saved 42 personnel engaged in packing ammunition rounds into ball
clips. A savings of $453,000 amortized the cost in the first 41 days of oper-
ation.

An automatic laundry clothes dryer costing $25,000 saved five people
amounting to annual savings of $50,000. This project repaid the investment
in 180 days.

An automatic scrap compactor costing $29,000 increased the recovery price
for scrap brass and reduced storage space, saving over $47,000 and repaying
the investment in 160 days.

We were advised that the Air Force and the Navy are considering -similar
tests.

The experience revealed here is of such value that we are submitting a more
detailed writeup on it for inclusion in your hearing record.?

After considering these findings, the joint team concluded that several actions
were necessary to insure timely capital investments in support of future pro-
ductivity improvements:

First, the need for clear visibility in the Tederal budget process, through
a separate declaration to OMB and the Congress, of capital items with pro-
ductivity-enhancement potential.

Second, expert attention to developing high-payoft capital investment op-
portunities. This means adding to agency organizations personnel trained
in identifying such opportunities.

Third, better audits of actual results obtained to insure credibility and
achievement of the results anticipated.

Fourth, timely financing. A study of ways to achieve this objective is
continuing. It may be that legislation may be necessary to allow certain
activities, particularly those operating under industrial or revolving funds,
the authority to borrow or otherwise establish reserves for new equipment

“purchases.
F. FUTURE PLANS

On July 9, 1973, the Director of OMB issued a memorandum to heads of de-
partments and agencies, directing the continuation of the productivity measure-
ment and enhancement efforts and spelling out roles and responsibilities.

The Joint Financial Management Improvement Program task force, in which
GAO will actively participate, has been assigned the responsibility of analyzing
the factors which have caused productivity changes and preparing an annual re-
port to the President and the Congress. The report will analyze productivity
trends and present case studies to illusirate factors contributing to productivity
increases and decreases. The task force will also continue to seek opportunities
for expanding the coverage of the indices.

In addition, GAO plans to report annually to the Congress on the agencies’
progress in (1) identifying opportunities for using labor-saving equipment and
(2) acquiring it. We believe such visibility is necessary to insure attention to
such investments, without which the Government will fall short of achieving its
full potential for improved productivity.

We are most appreciative of the continued interest and support of this Com-
mittee in this effort and hope that these hearings will stimulate still greater
progress in measuring and enhancing Federal productivity.

3 Gee Mr. Ink’s letter, dated Jan. 4, 1974, beginning on p. 69.
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At this time, Mr. Chairman, I would like to suggest that Mr. Dwight Ink and
Mr. Bernard Rosen elaborate on the future plans and roles of their respective
agencies.

We will then welcome an opportunity to answer your questions.

ATTACHMENT I
LIST OF AGENCIES PARTICIPATING IN PHASE 111 STUDY

In thousands

Total Measured Percent Number of

Agency man-years man-years measured elements

Postal Service. ___._...._..___________ ... 707.7 701.7 100.0 1
efense......______ - 1,169.2 365.2 3.2 30
Agriculture, Department o - 103.8 3.3 33.0 14
Atomic Energy Commission. 7.3 .1 1.4 1
Civil Aeronautics Board... 7 .08 11.4 1
Civil Service Commission. 5.7 4.4 77.2 6
Commerce, Department of 32.8 6.6 20.1 7
Export-import Bank._____ -- .4 .15 37.5 1
Farm Credit Administration__________ .2 .02 10.0 1
Federal Communications Commission. 1.6 1 6.3 2
Federal Maritime Commission_________ .3 .3 100.0 1
Federal Mediation and Conciliation Service_ .4 .4 100.0 1
Federal Power Commission..__..___.._ L1 .8 12,7 1
Federal Trade Commission_ ___ 1.4 1.4 100.0 1
General Accounting Office.__.___ 4.5 .6 13.3 2
General Services Administration_ 39.7 331 83.4 12
Government Printing Office.._._______ .. __ .- 8.7 8.7 100.0 1
Health, Education, and Welfare, Department of. ... 108.4 79.0 12.9 11
Housing and Urban Development, Departmentof. ... 17.1 9.3 54.4 3
Interior, Departmentof the_.._____________ .. _"T°°°" 72.7 35.8 49,2 19
Interstate Commerce Commission 1.7 1.7 100.0 4
Justice, Department of._________ 4.8 14.3 3.9 11
Labor, Departmentof..________ . - TTTTTTTTCC 12.6 8.3 65.9 5
Nationat Aeronautics and Space Administration.__ 29.8 .03 .1 1
National Credit Union.._..._______.__._____ . 7~ .3 .3 100.0 1
National Foundation on the Arts and the Humanities. . _. .2 .2 100.0 1
National Labor Relations Board.______._____._.___ " 2.4 2.4 100.0 1
National Science Foundation....____.__ -  --_""7777C L1 1.1 100.0 1
National Transportation Safety Board.. .3 .3 100.0 1
Office of Economic Opportunity. ____ 2.4 2.4 100.0 1
Office of Emergency Preparedness_...._.._ .. . .4 .07 17.5 1
Panama Canal Company_________ 15.7 15.7 100.0 2
Railroad Retirement Board. 1.9 1.9 100.0 1
Renegotiation Board. .. _____.___ .2 .2 100.0 1
Securities and Exchange Commissi 1.4 1.4 100.0 1
Selective Service System___________ 6.2 6.2 100.0 1
Small Business Administration_ 4.7 4.7 100.0 1
Smithsonian [nstitution 2.8 7 25.0 1
State, Department of 25.1 2.7 10.8 4
Tariff Commission._..._.. .3 .04 13.3 1
Tennessee Valley Author 26.1 26.1 100.0 3
Transportation, Departmen 109. 2 95.8 81.7 3
Treasury, Department of __ 104.9 80.1 76.4 18
United States Information 9.8 2.3 23.5 3
Veterans’ Administration_._____ 177.5 169.8 95.7 3
Total . 2,865.5 1,726.8 60.3 187
Nonparticipating agencies_.____.__._____.__....._.__. 18.1 o0

Total . s 2,883.6 1,726.8 59.9 187
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ATTaACHMENT II
SIXTEEN FUNCTIONAL CATEGORIES SELECTED FOR ANALYSIS

Number of Percent of

R man-years estimated

Function (thousands) coverage
Public services, by process:

1. Citizens FECORUS . - - oo o e oeeccemmmmmnmome e memsmeemamamesossesone 108 100

2. Hospitals and €linies. . oo - 192 94

3. Loans and grants. .o iceoaiaciceaaan .- 26 43

4, Postal SEIVICe. - - oo cceccccccermmmaam e - 708 100

5. Power agencies, .- 30 100

6. Printing, specialized.._ ..o oo ieaaiiao- .- 8 45

7. Reference Services. ... ..o.ococeecooionanes 7 20
Public services, by program:

8. Agriculture and natural resources. . ........--o-- 34 34

9. fducational assistance. ... ... cocoiicccanoaa- 49 60

10. Regulatory activities..........-.... 68 52

11. Transportation. ... oocememricananean m 80

Internal support services:

12, Maintenance of facilities_.__....._... 73 82

13. Overhaul and repair of heavy equipmen! 95 55

14, Procurement and supply- ... -..----- - 153 80

15. Printing, standard_____._....ccc.ooo-- 13 88

16. General SUPPOrt. oo oo ooooceeeaeee 53 18

CHART No. 1

SOCIAL SECURITY APODUICTINTY GAINS
EQUAL SANNGS OF 3/, 919 MEN-YRS.

w1973
MANPOWER © PRODUCTIVITY UP 4% ANNUALLY

REQUIED ACTUAL SINCE 1967
AT 1064 RATES INFY 1973

93,696 @ ADP PRINCIPAL FACTOR
SVED ~ INTERNAL
390 e4777 = OBTANING DATA ONTAPE FROM
EMPLOYERS

@ OTHER FACTORS
- SYSTEMS SIMPLIFICATION SUCH AS
TELEPHONE INQUIRY
= SAMPLING TECHNIQUES
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CHART No. 2

DEMRTMENT OF INTERIOR-TOPICRAPIYC DIV,
PRODUCTIVITY UP 27% @ MODERN EQUIPMENT PURCHASED

SQUARE MILES OF MAPPING
o ;

120 7 PRODUCTIVITY
ENHANCING
ACTIONS

@EXISTING EQUIPMENT MODIFIED

- T ooaumres @ TIONWIDE. ADP MAPPING

FISCAL YEAR
® STABLE HIGHLY TRAINED

CHART No. 3

BUREAY OF ENCRAVNG € PRINTING
/967-/973

© WITHOUT THIS IMPROVEMENT
E#PWOULD HAVE NEEDED
ANOTHER 1,000 EMPLOYEES

@ FUTURE PROGRESS WILL

REQUIRE. FUNDING OF
CAPITAL IMPROVEMENT
PROJECTS
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CHART No. 4

TREASURY I BUREAU OF CUSTOMS .
IMPROVED ML PROCESSING APOOUCTIVTY 347
FACTORS
PIECES —
SPECIALIZED FACLITIES
PROCESSED  FoooM 15 10 2.9 MILLION PIECES
EMPLOVEES L%
(AN~ SPECIALIZED PERSONNEL
YEARS FROM 511 10 735
OUTPUT Up 34% BETTER SYSTEMS
Al SEEING-EVE DOGS
MAN-YEAR X-RAY EQUIPMENT
S R N R

CHART No. 5

THE ARMY SAVED /.8 MILLIOW ANNUALLY
BY TIMELY FINANCING OF SMNFLE FQUIPMENT

W AMMUNTTION LOONG PLANTS
ANNUAL

COST OF SAVINGS TIME_TO

24 ITEMS $1.8 MILLON AMORTIZE
30DA - PROJECT
60 DAG-5 -
QODAK-4 -
BODAG-6 -
WITHIN 2 YEARS -8

$493,238
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CHART No. 6

" HOW ARV SHVED 1.6 MILLIOY ANWALLY
BY TIMELY FINANCING OF SUIALE EQUIPMENTS'
IN ARAUNITION LOADING ALANTS

ITEM CCS™  ANYUAL SIVINGS  DAYS TOAMCRTIZE
AUTOMATIC NAILING MACHINE. 838,185 £241,14 57
WILL SAVE 20 CARPENTERS IN
CONSTRUCTION OF PALLETS
FOR BOMBS

AUTOMATIC PAINTING MACHINE 25325 70,685 130

WILL SAVE ONE OPERATOR PER
SHIFT PAINTING BOMB CASTINGS

AUTOMATIC LAUNDRY CLOTHES DRIER 25,000 50,071 182
WILL SAVE 5 PEOPLE WHO ARE NOW
MANUALLY PLACING CLOTHES ON
HANGERS FOR DRYING

AUTOMATIC LOADING OF SMALL ARMS AMMUNITION 50,000 483473 41
WILL SAVE 42 PERSONNEL ENGAGED IN
PACKING 5.56 MM ROUNDS INTO CLIPS

AUTOMATIC SCRAP COMPACTOR 29,300 47,450 224
WILL INCREASE PRICE FOR SCRAP BRASS BY
5¢ PER LB. AND REDUCE STORAGE SPACE

19 OTHERS : 326018 969,967 75
$493828  51,832760

PREPARED STATEMENT OF HON. ECKHARD BENNEWITZ

IMPORTANCE OF TIMELY CAPITAL INVESTMENTS TO PRODUCTIVITY

Mr. Chairman, I want to express my appreciation for this opportunity to dis-
cuss the importance of fast amortizing capital investments in the Federal sector
to enhance productivity. Qur experience has been that the “return on investment”
has proven to be many times the cost of that investment. A program of fast
amortizing capital investments for productivity has been successfully applied in
the Department of Defense, and has government-wide application.

Capital investments are essential for improving productivity. In the private
sector, capital investment is responsible for 40 to 60 percent of the productivity
increases and similar improvements are possible in the public sector. Oppor-
tunities exist for their application. To maximize the use of our resources, es-
pecially with the significant cost of personnel, capital investments must be
provided.

Capital investments, however, are in direct competition with funding require-
ments for today’s mission. With the return on investment generally not occur-
ring until succeeding fiscal years, many promising capital investment projects are
deferred. Unfortunately, the lengthy review process for providing approval of
capital budgets frustrates and negates, in many cases, the opportunity to fund
these projects.

A recent survey of ten agencies highlighted the large unfunded volume of self-
amortizing capital investments with a high rate of return. This survey indicated
that projects valued at over $241 million were unfunded, with a payback poten-
tial within five years. These projects would increase the annual productivity
index by at least one-half percent. In addition, there are many smaller projects
where opportunities for fast amortization exist.
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To illustrate the potentials of such savings, the Army initiated a test program
at the Army Materiel Command Ammunition and Procurement Supply Agency
(APSA) at Joliet, Illinois, for the ammunition producing government-owned
contractor-operated (COGO) facilities. Approval authority for productivity-
improving capital investment projects was decentralized to APSA, with the
authority to administer the capital investment program. APSA approved each
project under the following conditions :

1. A firm economic justification verified the savings potentials to permit a re-
turn on investment within two years;

2. The cost of the project did not exceed $75,000;

3. The equipment to be procured was available off the shelf.

4. The workload forecast indicated that work was present in the future.
$500,000 was allocated to APSA to finance this program in FY 1973.

APSA initiated a review of opportunities for fast self-amortizing projects with
a high rate of return and these opportunities were quickly identified. Out of a
total of 54 projects submitted in 1973, 24 were approved, costing $493,828. The
annual savings were estimated to be about $1.8 million, a $3.72 return on every
dollar invested. Of these 24 approved projects, five had paid back their costs
before the end of FY 1973 and 12 more will be paid back before the end of CY
1973. With one exception, all 24 projects will have paid back their cost by the
end of CY 1974. One project was amortized in 29 days. To assure that the claimed
savings would materialize, an audit trail was established to follow-up on the
actual savings, based on reductions of labor and materials.

Some specific examples of the productivity enhancing capital investment proj-
ects which are underway include :

Acquisition of an automatic carton feed machine for $4,000 to replace
manual feeding is estimated to save over $22,000 annually by reducing the
need for two packers.

Acquisition of a heavy-duty nailing machine for making pallets at a cost
of $38,200 is projected to permit a 20-man reduction in carpenters and to
save an estimated $241,000 annually.

Acquisition of a $25,000 dryer to replace the manual drying tunnel proce-
dure. This will save over $50,000 annually by reducing the need for laundry
employees from 12 to 7.

Attached to this statement is a complete list of the items funded in FY 1973
and the nature of the earnings. This illustrates the varied nature of the projects
and the opportunities for rapid self amortization of the cost of capital investment.

This decentralized approach of providing support for productivity enhancing
capital investment has been outstanding. The GOCO’s, knowing that funds were
available and their requests would be met quickly, have placed increased em-
phasis on identifying opportunities. The program has been increased in FY 1974
to $1.9 million level and is continuing to provide a high rate of return. Opportu-
nities for application to other areas, such as depot maintenance and supply, are
being explored.

The Air Force hag initiated a similar program for depot maintenance and the
Navy is reviewing the possibility of utilizing one. If this approach had not ex-
isted, many of these projects with a high rate of return and increased pro-
ductivity would never have been surfaced.

For a successful productivity enhancing capital investment program, the fol-
lowing are essential :

Top management interest, involvement and emphasis.

Productivity projects given visibility.

Qualified industrial engineering personnel to seek out investment opportu-
nities to increase productivity.

Productivity enhancing capital investment projects which are designed to
make process changes and method improvements as well as replacing
deteriorated and obsolete equipment.

Sound project justification, backed by cost-benefit analysis, to provide a
credible economic analysis with reasonable and reliable anticipated cost
savings.
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Feedback system to determine the effect of capital investment on pro-
ductivity and unit cost, with review made by independent auditors.

These criteria are being followed and largely responsible for the success of
the APSA effort to increase productivity.

Financing of the capital investment projects is one of the major problems. The
success of the APSA approval-—an omnibus funding technique—was the ready
availability of procurement funds at the point of authorization. Funding ap-
proval for individual projects was accomplished at the local level—APSA—on
the basis of a vigorous economic analysis, with processing time no more than
15-30 days. This compares with the normal time of 12-18 months or longer, re-
quiring both budget and authorization approval. There was no provision for
repayment, but procedures existed for indirectly recoveing savings through re-
duced costs.

Other possible approaches to overcome the large deferred level of productivity
enhancing projects, $241 million previously mentioned, are as follows:

(1) Agency Revolving Funds.—Revolving funds such as Industrial funds were
established to permit operations of industrial activities on a business-like basis.
This means providing for depreciation of capital equipment and establishing a
reserve within the industrial fund to procure replacement production equipment.
The fund could provide a ready source of financing, with the depreciation cost
recovered in the charges to the customer. However, the funds are precluded from
acquiring major items of equipment.

The revolving funds operate on a cash basis, which, even if they could acquire
major items of equipment, the flexibility in making desired investments is lim-
ited by the amount of unencumbered working capital available at any given time.
Further, the revolving fund is precluded from procuring replacement equipment.
For the revolving fund to be effective as a means of procuring productivity en-
hanecing capital investments with a high rate of return, this limitation should
be removed. This would enable the revolving fund to accumulate a reserve for
replacements. It could charge depreciation to its customers on the basis of re-
placement costs or accelerated depreciation, or add a surcharge to customer
products, or receive advance payments from customers. Further, borrowing au-
thority might be given to the revolving fund. This would permit full establish-
ment of a business-like approach, including charging interest as a real cost in
capital acquisition and costing.

(2) Productivity Bank.—It is not in existence today. It would permit borrow-
ing by agencies who are unable to fund capital investments from within their
resources. It would be the same as a private corporation borrowing for capital
investment from a bank. This would involve establishing a self-sustaining finan-
cial corpus in Treasury, OMB, or a separate agency to which agencies requiring
investments with high productivity potential would go. Bank approval would be
on a project basis with examination similar to that of a private bank. Repayment
would include cost plus interest and bank administration. Repayment would be
on a schedule based on projected savings, with the Productivity Bank having a
lien on the agency’s future funds for repayment. This is a self-policing mecha-
nism and is ideally suited for large-dollar investments.

(3) Capital Budget.—Self-amortizing capital investments would be separately
identified in the Budget and be financed by borrowing. It would follow the uni-
versally accepted method used by industry for financing long-term capital
investments.

(4) Lease or Lease Purchase.~—This permits an immediate means of financing
and an opportunity to hold down the investment cost. Generally for items which
will be used over many years, this is a more costly approach, especially if there
are no technological obsolescent considerations. Extensive budget leadtime is
involved.
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These are alternative approaches. The agency omnibus funding approach is the
most practical means today of providing prompt financing for small-dollar return
on investment projects. If authority is provided to permit procurement of capital
investment equipment from revolving funds, this is an acceptable approach. This
is especially so, if depreciation can be charged, or surcharge allowed, or profit
retained, or if borrowing authority is given the revolving fund.

The Productivity Bank is ambitious, requiring legislative authority, but for
large dollar investments provides the most reasonable approach. The capital
budget requires some modification to budget presentation, but, if authorized,
would provide a means of obtaining large dollar capital investments. The lease
or lease purchase is a method, which can be used today, but, of course, is in direct
competition with funds required for today’s missions but not tomorrow’s savings.

In summary, productivity enhancing capital investments are necessary to pro-
vide significant savings in scarce resources. The Army APSA effort highlights
the opportunities that can materialize from a program which has top manage-
ment interest and funds which can be provided quickly to projects meeting rigid
economic analysis criteria. There are many deferred capital investment projects
with a high rate of return, which are not funded due to the competition with
today’s operating requirements. Thus other approaches must be developed such
as permitting industrial funds to set aside depreciation allowances for capital
investments or to permit borrowing, establishment of a Productivity Bank, or
earmark within appropriated funds separate capital investment funds for the
support of productivity enhancing self-amortizing projects.

With the availability of funding for productivity capital investment, the Fed-
eral sector can attain significant increases in productivity.

GOCO CAPITAL EQUIPMENT INVESTMENTS, FISCAL YEAR 1973

Self
. Funds Yearly amortizin
Goco plant and item Cost obligated savings (Dec. 1, 1973§
Lone Star—Sealant dispenser_..____ . ... $7,000 Oct. 31,1972 $24,509 Paid.
Indiana—Laundry clothes dryer____ ... ... ... .. 25,000 Sept. 2,1972 50, 071 Do.
Twin Cities—Scrap metal compa 29,300 Oct. 6,1972 47,450 Do.
Twin Cities—Automatic carton feed___ 4,000 ... do_...... 22,287 Do.
Twin Cities—Point protector applicator_ _ 50,000 .___. do...... 453,473 Do.
Milan—Firing pin seat and gage machine 24,000 Nov. 24,1972 55, 805 Do.
Lake City—Ultrasonic test equipment 27,000 Dec. 1,1972 116, 670 Do.
Milan—Auto tape lead charge_ . 15,000 Dec. 29,1972 29,117 Do.
Lone Star—X-ray film processor. ... 14,000 Dec. 18,1972 59, 063 Do.
Cornhusker—Heavy-duty nailing mac! 38,185 Jan. 30,1973 241,114 Do.
Cornhusker—Paint machine__._....__ 25,325 ... do._..... 70, 685 Do.
Kansas—Automatic addressing machine. 2,365 Dec. 18,1972 3,943 Do.
Joliet—Equip and relocate melt-mix..._. 24,266 Feb. 27,1973 49,362 Dec. 28, 1973.
Badger—Mix bag and weigh equipment__ 31, May 31,1973 42,966 July 20, 1974.
Radford—YNT traileryard_.___._._.. 22,100 June 28,1973 123,966 Dec. 15, 1973.
Lake City—Brass turnings compactor. . 30,500 May 18,1973 111,127 Dec. 3,1973.
Milan—Bomb stencil machine. ________. 5,663 Apr. 18,1973 16,743 Feb. 2, 1974.
Lake City—Grain size inspection equipme 3,900 June 25,1973 4,693 May 27, 1974.
Kansas—Power conversion units..__.... 2,100 June 22,1973 2,381 May 14,1974,
Milan—Paper shredder baler__.__ 39,704 ___.._ do....... 26,521 Mar. 27, 1975.
Long Star—Automatic jungle wrap. . 7,000 June 20,1973 34,804 Paid.
Milan—Automatic press lead..._... 49,220 June 27,1973 176,192 June 15, 1974.
Indiana—Automatic cuiter counter. 4,000 June 29,1973 51,875

X Paid.
Long Star—Grenade funnel puller_ ... .. ...oeaeeees 7,000 _.__. do....... 17,612 Feb. 19,1974,
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SELF-AMORTIZING EQUIPMENT INVESTMENTS

Acquisition Days to
cost and  amortization Date Annua
Goco plant and description installation of cost amortized savings
1. Lone Star—Sealant dispenser: Apply sealant to $7,000 105 May 19,1973 $24,509
threaded portion of fuze body.
2. Indiana—Laundry clothes dryer: Additional clothes 25,000 182 Mar. 26,1973 50,071
dryer for laundry.
3. Twin Cities—Scrap materiel compactor: Compact 29,300 224 May 1,1973 47,450
scrap brass cuttings and turnings into 15-in cubes.
4. Twin Cities—Automatic carton feed: Automatically 4,000 41 Feb. 22,1973 22,287
u;.s_erts 20 round cartons in carton packing ma-
chine,
5. Twin Cities—Point protector, applicator and con- 50, 000 41 Feb. 27,1973 453,473

veyor: 10 round bali clips of 5.56 mm ammo are
‘automatically inserted into the point protector.
6. Milan—Firing pin seat and gage machine for M525 24,000 154 Sept. §,1973 55, 805
fuze: Automatically seats and gages firing pin in
the M525 fuze.

7. Lake City—Ultrasonic test equipment for 5.56 mm 27,000 122 ... do._..... 116, 670

?]mmo: Inspection of 5.56 mm cartridge cases for
aws.

8. Milan—Automatic tape lead charge in M525 fuze: 15,000 183 July 13,1973 29,717
To apply tape over lead charge in M525 fuze.

9. Lone Star—X-ray film processor: To process paper 14,000 81 Apr. 4,1973 59,063
base film in lieu of polyester base film.

10. Cornhusker—Heavy-duty nailing machine: Assemble 38,185 57 Aug. 30,1973 241,114
pallets in jig and automatically nail pallet together. -

11. Cornhusker—Paint machine for M117 casing: To 25,325 130 Aug. 6,1973 70,685

appl& red primer coat in the same paint booth that

the 0.D. paint coat is applied.

12. Kansas—Automatic addressing machine: Exercise 2,365 218 Aug. 4,1973 3,943
purchase option for machine used by plant account-
ing department. i

13. Joliet—Relocation of 105 mm melt-mix equipment: 24, 266 180 Dec. 28,1973 49, 362
Modify supply hopper, feed and exhaust system to
permit single operation to control melt-mix kettles.

14. Badger—Final mix bag and weigh equipment: In- 37,200 308 July 20,1974 42,966
stall vibrating feeder to automatically feed and

weigh canvas baf with fibrous rocket paste.

15. Radford—TNT trailer holding yard......_.......... 22,100 46 Dec. 15,1973 123, 996

16, Lake City—Scrap metal compactor: To compress 30, 500 71 Dec. 3,1973 111,127
scrap brass cuttings and turnings into 15-in cubes.

17. Milan—Bomb stencil machine: Automatically 5,663 88 Feb. 2,1974 16,743
stencil markings on BLU/24 bomb.

18. Lake City—Grain size inspection equipment: To 3,500 301 May 27,1974 4,693

automatically file, polish and etch samples for

micrographex comparison. X
19. Kansas—Radio power units: Conversion of radio 2,100 319 May 14,1974 2,381
units to be used either by batter* or electric power.

20. Milan—Corrugated paper bailer: To bale corrugated 39,704 574 Mar. 27,1975 26, 521
box materials for recycling. i
21. tone Star—Automatic jungle wrap: To automatically 7,000 52 Nov. 29,1973 34,804
{f'/ax dip 81 mm fiber containers for jungle protec-
ion.
22. Milan—Automatic press lead: Press toload M433_____ 49,220 73 June 15,1974 176,192
23. Indiana—Threadcutter for bag manufacturing: To 4,000 29 Aug. 27,1973 51,576
automatically cut the thread between bags after
the number of bags required has been reached.
24, Lone Star—Funnel puller M-67: To hydraulically 7,000 145 Feb. 19,1974 17,612
break funnels loose from M-67 grenade.
Total. oo 493,828 |- 1,832, 760

PRODUCTIVITY MEASUREMENT AND QUALITY EVALUATION IN THE SOCIAL SECURITY
ADMINISTRATION, DHEW

INTRODUCTION

The Social Security Administration has been using productivity measurement
for many years as part of its management processes. The agency has strongly
supported and had a high degree of participation in the recent Government-wide
study on measurement and improvement of productivity. That study was con-
ducted during the period of fiscal years 1971-1973 under the joint auspices of
the Office of Management and Budget, the General Accounting Office, and the
Civil Service Commission.
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The Social Security Administration is charged with carrying out the social
security programs of Retirement and Survivors Insurance, Disability Insur-
ance, Health Insurance (more commonly known as Medicare) and the recently
enacted Supplemental Security Income program for the aged, blind, and dis-
abled. By June 30, 1974, it is expected that the Social Security Administration
will have 69,600 full-time, permanent employees on duty; most of these em-
ployees are geographically dispersed throughout the United States. In addition
to the functions performed by employees of the Social Security Administration,
important functions in the administration of Medicare and the disability insur-
ance and supplemental security programs are performed under contract with
Blue Cross/Blue Shield, private insurance companies and State agencies.

The Social Security Administration serviced about 30 million retirement sur-
vivors, and disability insurance beneficiaries in fiscal year 1973. There were also
about 20 million persons protected by the health insurance program during that
period. The agency receives a high volume of workload which is largely gener-
ated by economic and demographic factors and the specific provisions of the
Social Security Act. As examples of the volume of workloads, in fiscal year 1973
the agency processed 3.9 million claims for retirement and survivors insurance
benefits; 1.5 million claims for disability insurance benefits; 79 million claims
for payment for medical services; issued 11 million social security account num-
bers; and posted 348 million items to update the earnings records of individuals
covered by social security.

PRODUCTIVITY MEASUREMENT AND EXPERIENCE IN THE SOCIAL SECURITY
ADMINISTRATION

The Social Security Administration measures its productivity by counting
and weighting, by their respective manpower requirements, each of the outputs
of the agency and relating that to the total manpower input of the agency. The
outputs represent principal indicators of the volume of work handled by the
agency to carry out its missions. Largely, they fall within four major functional
categories common to all programs administered by the SSA ; namely, the initial
enrollment or claiming of benefits, the appellate processes with respect to initial
and subsequent claims decisions, the servicing of the beneficiaries on the rolls
and the enforcement of the provisions of law relating to continuing eligibility
for benefits. Manpower is measured in terms of manyears (manhours) of paid
employment in permanent, temporary or part-time jobs and of paid overtime.
Productivity is determined by dividing the derived output index by the derived
manpower input index, using a specified year as the base index of 100. In the
annual budget presentations to the Congress, productivity experience for the
past ten years is shown. Thus in the Fiscal Year 1974 Appropriation request,
fiscal year 1964 was the base year as shown in the enclosed chart, Exhibit A, ex-
tracted from the budget justifications furnished the Appropriations Committees.
Exhibit B, “Comparison of Social Security Administration Output and Man-
power, 1964-1965,” differs from the material furnished the Appropriation Com-
mittees in these respects: (1) It presents the actual trend lines for agency output
and manpower input over the period of fiscal years 1964-1973, and (2) it con-
tains actual experience for 1973, new estimates for 1974 and preliminary pro-
jections for 1975. The gap between the output trend line and the manpower trend
indicates manpower savings. Generally speaking, this means that in fiscal year
1973 the agency used 61,777 manyears instead of 93,699 manyears that would
have been required if we had used manpower at our fiscal years 1964 production
rates; a savings of 31.919 manyears in the nine-year period.

The Government-wide study on measurement of productivity improvement
and the ongoing productivity measurement system established for the Federal
sector of the economy as a result of that study uses fiscal year 1967 as the base
yvear for measuring productivity improvement. Exhibit C, “Comparison of the
Productivity of the Social Security Administration with that of the Federal
Government,” presents the fiscal vears 1967-1972 period productivity trend
lines for the measured portion of the Federal Government, the Social Security
Administration, and the group of agencies with which the Social Security Ad-
ministration is combined in the study’s productivity analysis, the Citizen’s
Records Group. The Citizen’s Record Group includes the Internal Revenue Serv-
ice’s Tax Return Processing, the Selective Service, and similar Federal activities.
Exhibit C shows that the Social Security Administration’s productivity im-
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provement over the period studied was 116.08, whil
tion of the Federal Government w: ) 'tho same nene measured en's

as 108.7. During the same eriod, the Citizen’
Records Group had a productivity improvement of 116.6, P ¢ oens

REFLECTION OF QUALITATIVE CHANGES IN PRODUCTIVITY MEASURES

Those experts involved with the theor
ductivity measurement regard the
as one of the most difficult problem
lem is recog.ni_zed.b_v those Government officials involved in the measurement of
the pr.oductlvu:y in the Federal Government. In contrast to most segments of
the .pnvate sector of tpe economy in which the public often has the option of se-
lecting a lgvel of quality based on price and competition, most Federal agencies
are pr0v1d.1ng'service to a captive market. When Federal agencies recognize that
their service is not what. it should be, a conscious decision may be made to ex-
pend more resources to improve that quality. The result is that given units of
output from the agency require more manpower, even though the actual volume
of tpose_ outputs may be unchanged. It is important not to penalize agencies by
having improved quality reflect in the productivity measures as a decline in
productivity., A somewhat comparable problem is encountered when an agency
is involved with a variety of workloads which require varying amounts of man-
power to process each different type of workload. This problem is commonly re-
ferred to as a “workload mix” problem. If the total workload volume remains
unchanged, but there is an increasing ratio of workloads which require a greater
amount of unit manpower, it is important not to have this reflected adversely
in the productivity measure.

The Bureau of Labor Statistics and other Government agencies involved in
measuring the productivity of the Federal Government recognize this problem
and they are working on some method of incorporating qualitative and work-
load mix changes jn that productivity measure. However, the productivity data
produced through the Government-wide study effort do not reflect changes in
quality and workload mix.

The Social Security Administration does incorporate qualitative and work-
load mix changes in its productivity measures. Essentially, this is done by de-
termining the amount of manpower that is required for qualitative and work-
load mix changes and incorporating that manpower in the output index, as
well as the manpower index.

Referring again to Exhibit C, the productivity index as measured by the Bu-
reau of Labor Statistics shows a decline in productivity in fiscal year 1968 for
the Social Security Administration. That decline in productivity as measured
by the Bureau of Labor Statistics was sufficient to pull the Social Security Ad-
ministration’s productivity trend line below that of the Citizen’s Records Group
and keep it below that trend line for the remaining fiscal years of the study.
This occurred even though the rate of productivity improvement of the Social
Security Administration was slighily greater than the Citizen's Records. Qroup
for the fiscal years 1969-1972. In fiscal year 1968 the Social Security Administra-
tion devoted a considerable amount of manpower to installing a case cont_rol
system, which helped the agency be more responsive to.the public in re\sp(‘mdl.ng
to inquiries and in processing actions more timely. This, plus other qualitative
improvements and changes in the workload mix, and in the volume of non-
recurring projects resulted in the expenditure of about 1,100 manyears.

The incorporation of that manpower into both the worlg Qutput. and the man-
power input as is done under the Social Secgrity Admlmst.ra‘txon mpthod of
computation would have resulted in a non-decline in productivity during fiscal
ye’elx‘rl'l: 9fa8!;1e below shows the productivity indices for the Social Security At‘xd-
ministration for fiscal years 1967-1972 under both the methods of gomputatl.on
used by the Bureau of Labor Statistics and th_at used bs{ the Social Secur}ty
Administration. While there are other minoy @fﬁeren_ces in the methodglogles
used, the main differences in the two sets of indices arise becaus.e the Social Se-
curity Administration includes qualitative changes, workload mix changes, and
nonrecurring work in its productivity measures.

etical and actual application of pro-
pr.oblem of reflecting qualitative changes
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Social Security Administration productivity
indices as computed by—

Social Security Bureau of Labor

Year Administration Statistics
100.0 100.0

102.9 98.2

107.8 102.6

114.9 108.7

118.2 113.2

120.1 116.1

PRODUCTIVITY MANAGEMENT IN THE SOCIAL SECURITY ADMINISTRATION

It is acknowledged that productivity measurement is not simply done for its
own sake. Productivity measurement is one of the better measurement tools for
overall evaluation of an organization’s efficiency over a period of time. As an
overall indicator, it can show management that its total efficiency objectives are
or are not being met. Further, given efficiency as one of the basic objectives of
organizational performance, the question is whether changed levels of efficiency
are a matter of planning or happenstance.

A conscientious effort is made within the Social Security Administration to
improve its productivity. Productivity measurement is one of the prime tools
used in the reaching decisions in the budget process within the agency and by
those organizations that review the Social Security Administration budget re-
quests. Since productivity is only a gross measure of organizational efficiency, a
detailed analysis is required each year to determine what steps can be taken to
improve productivity. The principal data source for this analysis is the work
measurement systems in the Social Security Administration.

About ninety percent of the manpower of the Social Security Administration
is covered by work measurement systems. These work measurement systems tell
management the number of work units handled, the amount of time spent per
unit of work and the grade level of employees engaged in processing the various
workloads of the agency. The gathering of this data is either on a sample or a
1009% time accounting basis. Because the agency has so many employees who are
involved in processing several different types of workloads for several programs in
a given day, it is necessary to have work measurement systems that will sort
out the input of time by workloads and by programs where feasible. Work meas-
urement, together with the financial accounting system, provide the base for dis-
tributing costs by program and source of funding (the appropriate social security
trust fund or Federal fund appropriation). These systems also provide data for
analyzing productivity changes that occurred in the base year of the budget and
to compute changes in future years.

Each year, as part of the budget development cycle, the workloads for the
agency are projected and an assessment is made of the major changes planned in
the systems and procedures which will affect workload processing. The produc-
tion rates for each of the workloads for the past, the current, and the forthcom-
ing budget years are analyzed to determine why or the expected reasons for
changed levels of production did or should occur for each of those workloads.
These changes in production rates are classified according to those that are insti-
tuted to gain efliciency, those that are instituted to improve the quality of the
workload, and for other factors of changes. Manpower used for supervision,
support, training, travel, and similar indirect production categories goes through
a similar analysis. The net effect of these changes on overall agency productivity
is evaluated. When the level of productivity improvement is not considered sat-
isfactory, a revaluation is made to determine where further productivity im-
provement might be gained.

The major productivity improvements in the Social Security Administration
come from increasing application of automatic data processing techniques to our
work processes. Those applications may involve application of automatic data
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proc_essing to work done heretofore on a manual basis or by improving the inte-
gration and systems capability of a work process that is already automated. Other
prpductivity improvements may come from procedural changes. One example of
this latter type of productivity improvements in fiscal year 1973 was the encour-
agement of claimants and beneficiaries to contact the agency’s district offices
by _telephone, rather than visiting the office (this also provided greater con-
venience to the public). Another example is the elimination of review of the
work of t_he claims ajudicator in the district offices of less error-prone retirement
and survivors insurance claims. Another way in which the Social Security Ad-
ministration has improved its productivity is through working with major-sized
companies to receive social security earnings of employees of those companies in
al}tomated form, rather than as hard copy form. A comparable effort is underway
with the health insurance contractors, many of which now submit individual
health insurance claims on magnetic tape, rather than on hard copy form.

A continuing analysis of productivity is performed as a part of the budget
executiop process in the Social Security Administration. Reprogramming of re-
sources is sometimes necessary if projected improvements in productivity do not
occur because systems changes do not take place as scheduled, new legislation
impacts on the way work is performed or some other reason or, conversely, if
unbudgeted improvements in producivity do occur for a variety of reasons.

While increased use of automatic data processing and procedural changes will
likely continue to be the major sources of productivity improvement, the oppor-
tunity to achieve better organizational performance through improved employee
performance is not being overlooked. There are many instances of well-docu-
mented studies in the private sector of the economy in which improved produc-
tivity and quality of operations have been achieved through improved behavioral
management practices; such as job enrichment and team building. The Social
Security Administration has undertaken just recently several major studies
designed to test these practices in a Federal agency environment. The studies
are intended to produce quantified measures of the effects of these types of be-
havioral management on productivity and quality.

QUALITY MEASURES OF PERFORMANCE IN THE SOCIAL SECURITY ADMINISTRATION

One of the conclusions of the task force studying the Government-wide use of
productivity measures is that productivity measurement is only one of several
measures that should be used in evaluating an organization’s total performance.
One of the other measures most frequently referred to in conjunction with pro-
ductivity measurement is quality measurement.

One of the major concerns expressed by Federal managers contacted during
the Government-wide study on productivity was that there is a strong need for
an equal emphasis on the need for quality measurement. If an apparent produc-
tivity improvement is gained at the cost of a serious deterioration in the quality
of the service rendered, then the public is not being well served. Because of the
very serious impact that the quality of the performance of the Social Security
Administration can have on income and potential hardship of individuals covered
by. social security, the agency is very mindful of the need to provide a high level
of service to social security claimants and beneficiaries.

There are a wide range of measures that can be used to determine the quality
level of performance. Similarly, there are a wide range of actions that can be
taken to improve quality of performance. Often, but certainly not always, meas-
ures taken to improve productivity also have the effect of improving quality.
As an example, increasing the use of automatic data processing generally leads
to productivity improvement, but by permitting an agency to handle a'greqter
volume of work with a given level of resources and time, elapsed processing time
is held within reasonable bounds. Mention was made previously of the increasing
use of telephone communications to deal with the agency’s claimants and be_neﬁ-
ciaries. This does result in manpower savings, but it also relieves the public of
the need to take the time to actually visit the social security district o{ﬁce.

The Social Security Administration has several ongoing systems designed to
measure in a systematic, quantified manner the quality level of its perfog‘mance.
There are two basic systems designed to monitor the quality of the Retirement
and Survivors Insurance program and the Disability Insurance program. T.hese
two systems are fairly comparable, and the former system ig briefly described.
A generally similar quality appraisal system will be established for the new
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Supplemental Security Income program for the aged, blind, and disabled. While
the major portion of actual operations of the Health Insurance program are
carried out by contractors, such as health insurance and Blue Cross/Blue Shield
companies, the Social Security Administration does monitor the quality of those
operations through analyses of prices paid for comparable medical services,
reductions made by contractors in billings from providers of services before pay-
ment for services and other measures. :

‘The basic objectives of the Social Security Administration’s quality appraisal
system for the Retirement and Survivors Insurance program operations are:
(1) to provide management with overview information on the accuracy and the
processing times of that operation; (2) to improve the quality of those oper-
ations by providing information to specific processing stations on the type of
errors and deficiencies noted and (3) by conducting special analyses of specific
problems identified in the quality measurement process. The system randomly
selects a statistically valid sample of various types of claims and actions proc-
essed at the termination of the processing of those claims and actions. These
claims and actions are independently reviewed, and data are gathered on the
types of errors detected and on processing times. Errors are classified as payment
related or procedural. Errors detected are corrected, and continuous reports
and trend analyses are produced. As previously noted specific types of prob-
lems may be identified and subjected to more rigorous analyses; and the man-
agers of the various processing stations are periodically visited to discuss the
quality of their performance.

Among the type of measures of quality performance gathered in this system
are: (1) the percentage of initial claims and a percentage of subsequent bene-
ficiary actions processed free of payment related errors and the percentage free
of procedural errors; (2) data on the type of errors being made;. (3) the
average processing time in total and by major processing locations for claims
and subsequent beneficiary actions; and (4) the number of beneficiary actions
that are received and processed in time to prevent disruption of payment and to
stop or adjust payments at a timely manner.

A review of the recent trends of these various measures of quality shows a
mixed pattern: improvement in some of the measures, no major trend one way
or another in other measures, and deterioration in the trend of still other
measures. This contrasts with the strong continuous trend of productivity im-
provement for the Social Security Administration noted previously. This rela-
tionship exemplifies one of the concerns of the Social Security Administration
and the concern expressed by other Federal managers interviewed during the
Government-wide study on productivity measurement—the strong emphasis
balanced with concern for quality of operations. The essential point, however,
placed on achieving a high rate of productivity improvement must be counter-
balanced with concern for quality of operations. The essential point, however, is
‘that managers must have measurement systems for both productivity and quality ;
and operations managers and review authorities must assess the impact that re-
source allocation decisions will have on these and other measures of organizational
performance.

There are two other measurement systems in operation in the Social Security
Administration which help the agency monitor its performance and which deserve
notice. One of these systems, referred to as the Evaluation and Measurement Sys-
tem, is used to validate the policies and procedures followed by employees in
processing claims and beneficiary actions; to ascertain that the policies and pro-
cedures are appropriate to meet the requirements of the Social Security Act; and
that policies and procedures are properly carried out by agency employees. In a
national program, such as the social security program, in which there are legal
requirements that determine the eligibility by claimants, it is important to as-
sure that the documentation for benefits substantiates what it purports to sub-
stantiate. It is also important that the agency’s and the public’s time not be spent
in developing substantiation that is of little or no value. Finally, it is important
to assure that policies and procedures developed by the agency are properly
followed by employees. The Evaluation and Measurement System selects a random
number of cases for study. Claims and actions are completely redeveloped by em-
ployees not preivously associated with the prior action. Claimants or beneficiaries
are recontacted and a rigorous field investigation is conducted. Additional docu-
mentation is sought to further evaluate documentation submitted with the claim
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or action. The data and decisions from the initial action and those from the re-
validation are electronically stored and analysis produced on a periodic basis.
When there are indications of weaknesses in policies and procedures or in em-
ployee adherence to those policies and procedures, further analyses are under-
taken and, if appropriate, policy or procedural changes made.

The second quality measurement system, referred to above, is just being
developed by the Social Security Administration. It is the Quality of Service
Measurement System. This system will provide for direct, independent contact
with members of the public who have had recent contact with the Social Security
Administration. Those members of the public will be asked to respond to ques-
tions on the quality of the service they felt they received from the Social Secu-
rity Administration, such as courtesy, timeliness of action, full explanations of
rights and responsibilities, and other indicators of the level of service.

The measurement of quality is a complex problem. In establishing its quality
measurement systems, the Social Security Administration applies rigorous stand-
ards, some of those standards by which the quality of operations is measured
would not ordinarily be applied by members of the public since there are some
technical aspects which the agency considers important Lut which have no
direct impact on social security claimants and beneficiaries. Further, the quality
measures may indicate diverse quality in various aspects of operations. At
times, quality measures may work against each other. As an example, efforts to
reduce processing time may create a higher rate of errors in cases.

Improvement of quality is also a complex issue, particularly in the Social
Security Administration and similar agencies in which legislative changes are
frequent and in which many systems and procedural modifications are under-
way at any given point of time. A direct relationship between a specific systems
and procedural change and its effect on a specific quality measure is often vir-
tually impossible to discern. Another problem occurs in tracking quality meas-
ures over time. Because of legislative, policy, and systems changes, it may be
that the nature of the claim or a beneficiary action in 1973 is not the same as
it was in 1970.

One other point should be made: the quality measurement systems discussed
relate to the quality of operational performance; they do not relate to program
effectiveness. Program effectiveness is generally construed as referring to how
well a specific program is meeting its basic goals. Program effectiveness for the
Social Security Administration must assess how adequately its programs are
replacing, at a desirable level, income lost through retirement, death, and dis-
ability and how well the health costs of the aged are being covered by social
security health insurance. This type of program effectiveness measurement for
the Social Security Administration is made through a continuing research and
statistical analysis activity.

CONCLUSION

The major conclusions of the Social Security Administration on this matter of
productivity measurement, quality measurement, and their interrelationships are
these: (1) The Social Security Administration strongly supports the Federal
Government’s efforts to more fully utilize productivity measurement at all levels
in the Federal Government; (2) it is important for the Federal Government to
pursue the matter of quality measurement; (3) unlike productivity measure-
ment, quality measurement systems must be adapted to each individual agency’s
unique situation; (4) productivity measurement, quality measurement, and
other performance measures must be used jointly in evaluating an organization’s
performance and in determining resource allocation for the agency; and (5)
ongoing, quantified measurement systems’ data seldom stand on their own since
they are generally only gross indicators which must be supported by more de-
tailed analyses and explanations. These measurement systems are important, and
the Social Security Administration places a high priority on the type of infor-
mation produced from these performance evaluation systems and the significance
of the information in reaching management decisions.
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Exhibit A
COMPARISON OF MANPOWER VITH YORKLOAD!
PRODUCTIVITY INDEX ’
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1964 1965 1966 1957 1968 1969 1970 9N 1972 1973 1974 1975

INDICES OF WCRK CUTPUT, MANPCWER, AND PRODUCTIVITY

Year

1964 actual
1965 octual
1966 octuel
1967 octuol
1968 actual
1969 actual
1970 actual
1971 octual
1972 actual
1973 estimate
1974 estimate

Work Output

100.00
104:69
151.57
175.10
198.50
206.75
218.31
231.02
238.99
273.55
348.37

Manpower

100.00
99.70
136.74
140.06
154.51
153.48
151.34
156.39
159.23
172.90
214.71

Productivity?

100.00
105.01
110.34
125.02
128.47
134.71
144.25
147.72
150.09
153.77
162.25

1Wark performed by Stote agencies and intermediaries and the manpower for them are oxcluded.

- 2Productivity index equals work output index divided by manpower index times 100.
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Mr. StaaTs. Mr. Chairman, I would like, with your concurrence, to
ask Mr. Ink and Mr. Rosen if they would like to supplement what I
have said here.

Chairman Proxmige. Very good.

Mr. Ink.

Mr. Ink. Mr. Chairman, if it is satisfactory, rather than reading
my prepared statement, I will be happy to just hit several points.

Chairman Proxmire. The prepared statement will be printed in
full in the record.

Mr. Inxk. First, I would like to commend the Comptroller General
and Tom Morris on the leadership they have provided in this area -
over the last several years. I think it is excellent. The thoroughness
and systematic way in which this effort has gotten underway and in
which it has been undertaken is the major reason that it has been
as productive as it is, whereas earlier efforts have met with far less
success.

T also would like to underscore the importance of the participation
of the Civil Service Commission, because the recognition of develop-
ing the program along lines which employees can understand and
which has acceptability on the part of employees is exceedingly
important.

The General Services Administration, which I recently joined, is
picking up a larger role under the broad policy oversight of OMB,
and we are participating in the joint program that Mr. Staats re-
ferred to earlier.

We are issuing the data call for productivity information, and are
gearing up to provide technical support to agencies with respect to
methods and techniques of moving forward with productivity.

Tt is clear, I think, that productivity, as in other fields, has to be
well managed. Like other techniques, it is subject to misuse. Mr. Staats
has referred to several such instances. Therefore, it has to be staffed
by people who are competent. And it requires and deserves the atten-
tion of management.

As Mr. Staats indicated, there are many, many reasons for produc-
tivity trends both up and down. A decrease in productivity is not
necessarily bad. There may be a need, for example, for a more thor-
ough type of inspection program, or a more thorough audit program,
which may necessarily decrease productivity. :

But in these cases it is, nonetheless, very important to have the
program covered by a productivity. effort so that productivity can be
measured, and analyzed to determine whether there is in fact a valid
reason for a trend which may not on the surface appear to be valid.

There are instances.in which a very rapid and sudden increase in
productivity perhaps should be looked at rather carefully to see if
the support is there or if the quality has been impaired. I think in some
of the housing programs several years ago, the federally assisted pro-
grams in which the productivity began rising tremendously, a good
productivity program of the type Mr. Staats is referring to would
have been helpful, because, I believe, those figures would have tended
to cause people to analyze whether the management capability was
thetl'e, and to assure productivity was good from the standpoint of
quality.

[The prepared statement of Mr. Ink follows 1]
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PREPARED STATEMENT OF HoN, DWIGHT A INK

Mr. Chalrman and members of the committee: I appremate the . opportumty
to appear before this committee today to present the executive branch’s new
role in the continuance of efforts to measure and enhance productivity in the
Federal sector.

It is a special pleasure to follow Elmer Staats, under whose able leadership
we have effectively promoted Federal productivity improvements. At this time,
I would also like to commend Tom Morris for his very outstanding contribution
to the Joint Project since the beginning of this very major undertaking.

As you know, for the.past two years, the Civil Service Commission, the Gen-
eral Accounting Office, and the Office of Management and Budget have partic-
ipated in a Joint Project to Measure. and Enhance Productivity in the Federal
Government. The Joint Project came to an end on June 30 of this year with the
publication of a final summary report which recommended continuation. and
expansion of producthty improvement activities throughout Government. ,

The first step in implementing this recommendation was taken by Roy Ash

who, in his July 7, 1973, memorandum to executive departments and agencies,
deﬁned responsibilities for carrying out ‘these activities by the General Services
Administration, Civil' Service Commission, Bureau of Labor Statistics, and the
Joint Financial Management Improvement Program. Each of these orgamzatlons
and the Office of Management and Budget have significant roles to play in the
successful accomplishment of .the overall Federal productivity mission.
- OMB has broad policy oversight responsibility for the productivity effort. It
has delegated to GSA and the Civil Service Commission overall leadership re-
sponsibility for developmg Government-wide productivity policy and for seeing
that such policy is carried out within the departments and agencies.

The General Services Administration, in its new management leadership capac-

ity as the President’s principal instrument for development better systems for
providing administrative support to all executive branch activities, issued in
September the annual call for Federal sector productivity data. This fiscal. year
1973 productivity data is now being submitted by agencies to the Bureau of Labor
Statisties for processing in the same manner as data obtained from private sector
organizations. The Bureau of Labor Statistics is also assisting the JFMIP Pro-
ductivity Task Force in fhe analysis of this productivity measurement data,
which will then be followed by the writing of an annual interpretive report to
the Congress and the President.
- Additionally, the General Services Admlmstratlon is conducting a series of
extensive discussions with representatives of 20 major Federal agencies on the
identification and justification of agency capital investment opportunities, and
development and utilization of measurement systems in manpower and budget
planning.

I would like to stress the importance of the ClVll Service Commission in pro-
viding policy guidance and technical assistance to agencies on the personnel
management aspect of productivity. I think it is fundamental that motivation
of our workforce is paramount and that good communication with-employee
groups is the key. We need to promote the adage “work smarter—not necessarily
faster.”

Through the Joint Financial Management Improvement Program and other
joint agency. programs, we are continuing to participate in a host of areas:

Under the JFMIP umbrella, member agencies are now giving much attention

to the need for additional capital investment financing techniques.
" GSA is providing the leadership for an interagency effort to establish central
support services in each of the 10 standard regions. The initial step in this
direction was taken in 1971 when a pilot project was established in the Seattle,
Washington Region, to provide common services to HEW, DOL, HUD, OEO, and
DOT.

The Presidential Management Improvement Awards Program, now being ad- ’
ministered jointly by CSC and OMB, continues to recognize the many individual
agency management improvement efforts that often go unnoticed by the public-at-
large but contribute to the enhancement of productivity. ) ’

In summary, Mr, Chairman, I can assure you that executive branch leadership
will continue to promotfe improved productivity through the variety of actions
presented to you today. However, important as productivity is, it is only a build-
ing block and not the end in itself. Our efforts must be dlrected toward pro-
gram’ effectiveness and achievement of program goals and objectives. This is

29-906—74——4
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indeed complex: and far-reaching and includes areas beyond the province of
GSA, but we feel that when properly planned and managéd, productivity can
contribute substantially to" the effectiveness of a majority of our Federal
pr?gvls‘r%zlﬁi like to close by joining with Comptroller General Staats in extending
our appreciation to this Committee for its interest in, and support of, productivity
efforts.
Chairman’ Proxyre: Take a minute or more on this housing area.
This interests me very much, becausé. we hiave done a lot: of work in
housing, and. we have been: very perplexed: by what we can do to'im-
rove 1t.

P Mr. Ivk. Yes, sir.. I af speaking to the: managerial side of it, not

to the substance:of the program. But as you well know, several years

. ago the number of federally: assisted: housing. starts increased. tre-
mendously. H my memory is: correct; about 2 yedrs ago: I believé the
productivity figures, went up someéthing’® like 60 percent in I year, -
At that time had the kind: of. program: been: in' existence, that Mr.
Staats and' Mx. Morris have: been: talking about; there would- have
been a more systematic andlysis, in’ my judgment; concerning that
increase, and. wheéthér thers had been’ put 1n placé.the technical com-
petence to deal-with that inci'.eased'numgev. _

Chairman® Proxwnis:- Let- me just indicate—this. is- faseinating, -
because this is' an' illustration of how hard' this' whole' thing is to
apply—what I think you-are saying.is that if we had a productivity
analysis system in effect for, say, the.235 program, the Government-
assisted program’ of* hoiile piirchasiig’ by’ a siibsidy reducing the
interest rate, we would: have had a chanice tg;evaluate’ whether 1t' was
working efficiently, whether it-is the:more-efficient. way. to do it. And
what we have found'in that -program-was that in'some-areas it worked
very well, and-iri-other areas:it:didn’t work at all: It worked brilliantly
in Milwaukee and very. badly in Detroit. And we think that shows
primarily a difference in management between Detroit and Milwaukee
an insistence in Milwaikeé;. for example; that' there was more care
in the people that you had goitig into the 235 program, and a system
in Milwaukee where you had counseling.provided for those who went
in, so that if they didn’t know miuch about running their own home,
they would be shown'liow to do'it. And a very little of:that in Detroit,
with which foreclosures in Detroit and no’foreclosures in Milwaukee.
How would this program have helped that program? )

Mr. Inx. Had this type of program been-in effect, the very rapid
increase, such as the tremendous uptrend reflected in the chart Mr.
Morris has been showing, should-have been a flag for management to
-see whethier the managerial steps had, in fact, been taken to support
that tremendous increase. When there is a rapid change in program,
particalarly when there is a new program, there has to be an early and
intensified departmental effort to see that the program guidance is

- there, to see that the people at the operating level fully understand
what is required, to see that there are early audits, and that there are
early reviews rather than waiting until the program is in trouble be-
fore assessing the program. That kind of new program ought to be
looked at with care as soon as the program begins to move, as soon
as the money begins to flow, rather than simply assuming that the tra-
ditional methods of management, including methods of audit are going
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to suffice. Now, it is conceivable that that kind of review would have
resulted in a productivity increase that would have been somewhat
less. But a sound productivity program assumes that there is quality
control, and that productivity increase is not going to be made at the
cxpense of adequate quality of the program.

Productivity we regard as not necessarily an end in itself, but a
very important building block toward the basic objective of the effec-
tiveness of programs. Productivity often needs to be weighed with
“other factors which are not quantifiable, such as-we were just talking
about in the case of housing programs. One of the things which has
concerned us-is that too often productivity factors and other kinds
of nonquantifiable factors relating to the quality of the program such
_as the social impact are too frequently not brought together at the
same point in management and consequently, they are not adequately
weighed and compared, and the kind of analysis that Mr. Staats and
Mr. Morris were talking about really doesn’t take place. Part of it
takes place here, and part of it over there, and it too often is not
merged into one overall analysis which then gives us the best judg-
ment that is possible with respect to whether the program is effective
or whether it is not.

Finally, I want to underscore that we regard the program as very
important, very significant, and one in which proper recognition
over a long period of time has been lacking. And we see for the first
time really a systematic effort to move it forward to give productivity
its true place 1n the broad field of governmental management.

Chairman Proxmire. Before we go to Mr. Rosen, I would appreciate
it if we could have Senator Percy go ahead with his questions. He has
another committee meeting he has to go to. And then we will go to
Mr. Rosen.

Senator Percy. Thank you very much, Mr. Chairman.

Mr. Staats or Mr. Ink, does the Federal Government have any kind
of a suggestion system providing adequate incentivé for employees to
submit suggestions for increases in productivity ? _

Going back to the private sector, the most successful program that
I have ever conducted was one in which the employees were given
50 percent of the savings in the first year. This brought all kinds' of
ideas out of the woodiork. And the benefits were tremendous. We got
the ‘cost back and then 50 percent of the net was shared. But forever
after that the company got the benefit of the program. When you see
savings of this kind—dramatic savings—gettinig back your bait in 41
days 1s unbelievable. You just wonder whether you can’t release cre-
ativity and thought if people see that they can benefit financially. I
think they would work on this thing, and certainly if there is ade-
quate legislation along this line. We could provide a body of legisla-
tion. If it works in the private sector it ought to work in the
Government.

Mr. Staats. I would like to ask, if I may, Mr. . Rosen, who is Ex-.
ecutive Director of the Civil Service Cormission to respond to that.
And then I would like to add a word.

Senator Percy. Thank you.

Mr. Rosen. : ‘

Mr. Rosen. Thank you, Senator Percy.
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The fact is that the Congress did give us a fine law about 18 years
ago. And in this past fiscal year; Senator Percy,.some 67,000 sugges-
tions. made by Federal employees were adopted. And. it resulted in
direct measurable first-year benefits of $156 million, and, of course,
much of this will go on. . . .

Now, we weren’t quite as generous as Bell and Howell, Senator
Percy, and other corporations. But we did pay out more than $4 mil-
lion 1n awards to the employees for those suggestions. We do find it
a very useful and productive program. And it has been moving up
gradually. And we think it is very helpful. . o .

_Senator Percy. So you need no further authorization and legisla-
tion. It is just a matter of promotion ? :

Mr. Rosex. That is true. e . D

‘Senator Prercy. Is it available to all departments of the Federal
Government ? : :

Myr. RoseN. Yes, it is. : : -

Chairman Proxmire. Have you considered making it as attractive
as Bell and Howell did ? If it.works better, why don’t you do that?

Mr. Rosen. Well, I don’t know whether we could conclude that it
would necessarily work better, Mr. Chairman, to pay more. I am not
here being critical of Bell and Howell, you understand, sir. We think
the people who are in the public service and committed and dedicated
do need an additional incentive. But it perhaps doesn’t have to be of
the same magnitude. .

Senator PErcy. What sharing plan is in effect now? ..

Mr. RosEn. Actually it is on a sliding formula basis. And it starts
off at a low figure of around 10 percent, and then, interestingly enough,
Senator Percy—you asked the key question—we, different from pri-
vate industry, reduce the percent as the saving is larger. So that if
there were a saving of a million dollars, we would drop down to a
much smaller percent.

Chairman Proxsire. Could I interrupt ? :

This is what makes lotteries appealing. You read about some guy
winning a million bucks. You are not going to win it, but there is the
hope and the dream, and so you buy the ticket. This is sométhing that
1§ very constructive and refining. And I think if you could have some-
body win a half a million dollars or a $100,000 or some big sensational
winning, you would have a news story, and everybody would know
about it, and it would be enormously stimulating. .

Senator Percy. We had a plan. It was 10 percent. No one paid any
attention to it. We just decided, if we are going to do this, let’s do it
big. What do we care if someone makes a big pot of money ? It is going
to stimulate others to want to do the same thing. And we had some very
big awards. They were tremendous. But you are right, it was a lottery
sort of philosophy—if that can happen to somebody else it can happen
to me. That is what sold it. It was the knowledge that someone really
got $10,000 or $20,000. It enabled them to buy a house, not just ice-
cream, or another package of cigarettes, or something like that. We
realize that there is a sensitivity about big payoffs of Government
money. But we have to take those risks. And if legislatively you feel
that we can give you more leeway, or something like that—I think the
whole point 1s to stimulate people. The idea that these are public ser-
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vants, and they will give their all because they are working for the
Government is not realistic. They are human, just like anybody else.
They have to be motivated. And they have to feel that they are getting
a fair shake. If that goes beyond their job assignment and yet they
come up with some ideas, it may eliminate their job. And it well
could. Okay. Give them a big enough reward and they may show you
that their job is not necessary. : ’ o

Mr. Rosex. Certainly, I couldn’t agree with you more, Senator
Percy, and Chairman Proxmire. We have actually had a number of
awards over $5,000, which is a little more than an ice cream cone. And
those have been widely publicized, they have been given a tremendous
amount of publicity. Certainly, though, the encouragement of an even
more generous award structure by this committee will'cause us-to
take another look and see whether some additional changes in that di-
rection would be useful. . S . :

Chairman Proxm1re. There is one point that-I do not think the tax-
payers complain about, although some people complain about every-
thing. But if they see that somebody wins a $100,000, or a half a mil-
lion dollars, which means that they are going to get that, as Senator
Percy says, the first year, and from thereon the Government gets it
all, the taxpayers are not going to complain, it is going to be the
simplest thing in the world to explain, they say, this fellow is great.

Mr. Sraars. My own personal view is that we have to find some way
to extend this kind of award system up the scale to the management
level. Those.are awards intended to go to people who are employees
at the nonsupervisory level, not exclusively, but in a very large part.

But there 1s another point I would like to add here. There is a posi-
tive disincentive at work here today—and people are coming up with
innovative ideas of this type, because if they come up with it, the
assumption is that in next year’s budget you can do equally as well or
better, so they cut it all out of the budget. So the tendency is to hide
these things rather-than surface it, and publicize it, and take credit
for it. c .

Senator Percy. Maybe you could suggest a plan to us to provide a
sharing system for members of Congress. Maybe Congressmen could
get a percenttge of any bills they wouldn’t put in to spend money. I
tell you, we would have a balanced budget in a hurry. :

What happened to PPB% Is the joint financial management im-
provement program supposed to supercede PPB. And what are the
reasons we no longer hear much about it ? o

Mr. Staats. I will start that, and then perhaps Mr. Ink will want
to continue. ‘ o

In planning programing budgeting system, while it is not so desig-
nated as the official title of it, continues very substantially in the
agencies. The essential ingredients of it are to try to project your
costs and benefits over a period of time—3 years, 4 years or longer—
to try to develop alternatives from the standpoint of producing the
best results at the least possible cost. ) .

And, then the third component is to tie it into your financial plan-
ning system, the budget and the budget execution system. The pres-
ent. administration, I.believe I am correct in saying, has not adopted
this type. But many of the essential elements do continue.
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Now, with respect to the joint financial management improvement
program, this is a program that was started back in 1950, with the
Budget and Accounting Procedures Act. The law specified that the
Director of the Budget, the Secretary of the Treasury, and the
Comptroller General, should cooperate in their common interest in the
financial management area. As time has gone on, the Civil Service Com-
mission and the General Services Administration have been added,
those being the central leadership agencies. There are a series of
programs which are under the sponsorship of this joint financial
management improvement program, including productivity, the fol-
low-on productivity study. There are many others. We have done
what we can to encourage the JEMIP, as we call it, in many of its
activities. And only recently we had a full-time staff director ap-
pointed to give stimulus to the work of this group. But they are quite
different and separate in terms of their function.

Senator Percy. The Harris Poll at the end of 1972 surveyed pro-
fessional people. More than 50 percent of them felt that the produc-
tivity of Government employees was substantially less than the pro-
ductivity of employees in the private sector. More importantly, Gov-
ernment employees were asked the same question; 51 percent felt
that their own productivity was less than it should be. Now, I am not
one who philosophizes that Government employees work less hard
than people in the private sector. In fact, I have tried to convince
my business friends that I have seen harder and more dedicated work
put in by Government employees than by any others. But whether
they are working efficiently and well is something else again. Long
hours is not the same as efficiency. In the thrust of your programs,
do you feel that the Government now has an efficacious enough pro-
gram aimed at finding ways to improve the efficiency of Government
workers. And is our effort substantial enough in this regard?

Mr. Staars. That is a very difficult question to be very categorical
about. I would like to ponder it, and then perhaps Mr. Morris or
Mr. Ink or Mr. Rosen would like to add to it,

But the general response I would make to your question would be
this. You could find many dramatic instances where really outstand-
ing jobs of management have been done in the Federal Government,
some which I think any private concern would be proud to have,
and would say that they could earn a lot of money in their operation
with an equally good system. You have others which are not up to
par. As we have emphasized here, the Federal Government is really
kind of a conglomerate, and it has some units in that conglomerate
‘that are highly proficient and productive, and others are not and °
‘need to be improved. The value of this productivity analysis ap-
proach is that it gives indicators as to where problem areas exist.
There may be perfectly "good reasons why productivity should be
stable or even decline. There may be reasons for that. But the point
is that without this you don’t know.

And I would say also, in response to the Harris poll, that the fact
that we haven’t been able to provide overall indicators of produc-
tivity in the public service has made it impossible to refute that
argument, and to change this image of the public service. ’
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I think that whether it shows a good performance or a poor per-
formance is less important in that sense than it is that we know what
it is and be able to make statements which can be backed up with
factual analysis behind them. .

I think personally that one of the most significant things about
this study up to this point is that in addition to giving us better
information it may help us focus on these capital investment type
decisions that will give us a high payoff of improved service and
lower .costs. . )

Senator Percy. How far along are we in developing concrete pro-
posals for financing productivity investments; .that is, capital budg-
ets, revolving funds, productivity bank, and so forth?

Mr. Morris. ) ‘

Mr. Morris. We have turned out one report on the problem and

. alternative approaches. We need to .continue exploring which ap-
proaches are the most practical. And we probably need a range of
approaches. As Mr. Conlon testified while you were out, the revolv-
ing fund offers opportunities thatactivities without that kind of
flexibility cannot exploit. However, I think we are perhaps a year
away from having specific proposals. '

With respect to our management improvement programs, for which
Mr. Ink and Mr. Rosen carry the responsibility .in the executive
branch, I would like to observe that I don’t think we should ever be
satisfied, we can’t let the emphasis on the need for these efforts ever
to relax. We feel the interest of you gentlemen in listening to these
kinds of examples can do a great deal of good in setting an example.

And third, I feel that good management is what we are really
talking about and we need to continue to stress its importance.

‘Mr. Inxk. I would agree with that. And it is important to maintain
a sustained effort and sustained vigilance, because the fact that an
effective program may come into operation in an agency in no way
insures that that effective program is going to continue. One of our
problems in Federal Government is the unusually high turnover in -
the higher levels. I think in comparison with industry there tends to
be more top level change in Government. And in some respects it is

" more difficult at times to maintain these kinds .of solid management
programs. They don’t get a lot of publicity, and it is not the sort of
thing that an agency gets brownie points for in the press. It is very
difficult, but very important, that there be continuity. As has been
discussed, without knowing what the trends are, the value of the data
for 1 month or even 1 year is limited. And the kind of analysis which
can be made are extremely limited.

Senator Percy. I have just one final-question, I appreciate your
comments. 1 have met this past year with three different top groups
in-business on the subject of quality of work. At one symposium which
I attended in New York representatives of 150 companies and indus-
tries came together to determine what this is all about, what effect it
will have, and increasing education in this area. People are constantly
improving their capabilities. But the jobs challenge does not seem to
be growing as.fast. Just recently at Arden House, there was a 3-day
seminar of labor and business leaders to talk about the dissatisfaction
workers feel toward their work. The improved productivity that can
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result if the capability of a person is matched with the challenge of
a job was also discussed. Can you tell us what the Federal Government
may be doing? Are there some experiments being run now? And 1s
this subject being given the same amount of attention in Government
that it is receiving from academic communities and the business
community 2 ) )

Mr. Rosex. Yes, Senator Percy, this subject is being given a great
deal of attention both by the Civil Service Commission, my own
agency, as well as many of the departments and agencies.

It is very difficult, as you know, to generalize in this area. We do
not have any evidence of an overwhelming dissatisfaction in the Gov-
ernment in terms of issues that you mentioned. But we are confident
that we are not much different than the private sector insofar as
dull and boring jobs not being very stimulating for the highest
productivity. .

And as we have examined it, we believe that in many cases this
comes down to really two areas for specific attention. One is the area
of leadership. What kind of supervision and management is there of
people? And here we think that there is considerable improvement
that can still be brought about. And we are deeply involved in im-
proving the training of supervisors and managers with this thought
n mind.

The other area where we think there is room for improvement is
in the nature of changing the job structure, enriching the jobs, where
people can see the product of their efforts more completely and identify
with the ultimate results of the organization, whether it be patient
care in a Veterans’ Administration hospital, or forecasting the weather,
or research on agricultural crops, or stock work in a large supply
depot. . )

So these are the two centers of activity that we'are concerned with
right now, and where we do have the beginning of some demonstration
projects. And, Senator Percy, as the data begins to come in from some
of these efforts, we are going to seek a wider application of those
efforts that look like they will improve productivity. A

Senator Percy. Is there anyone that can specifically comment on
what is being done at the Baltimore regional office of the Social Secu-
rity Administration? I think they have done some fine work there.

Mr. RoseN. Yes, Senator Percy. We do have a specific project
underway there. And there the work to date indicates that job content
is the primary problem. And so there is an effort underway to see
about enriching the jobs and see whether this will have a favorable
impact.

You heard from Mr. Conlon of the Bureau of Engraving and
Printing a short time ago. Actually there is a project underway
‘there as well. And there are some other elements appearing that are
quite different from job content. So some of these look very encouraging
to us, and we are pursuing them with vigor.

Senator Prrcy. I would like to say that we in the Congress have
a long way to go in improving the quality of our work. Job enrich-
ment applies here also. I have done a lot of thinking about that. I
find that a single individual can carrv a project further than the
~whole staff might otherwise. And certainly it doesn’t do the whole
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staff any harm once in a while to jump on all the mail that comes in.
Everyone has to answer mail for a weekend, or something like that.
Just ‘as I find in the reports of China. The top levels in China still
have to go back and work in the field, or in the factory to keep the
common touch. So there is a great-deal that can be done all through
Government. We need it here 1n the Congress just as much as anyplace
else.

I want to thank you very much, Mr. Chairman. I also want to
thank this very distinguished panel. - o

Chairman Proxsire. I want to point out that in Joliet, Ill., your
State, they provided $500,000, as I understand it, to this agency on am-
munition procurement. For that $500,000 they saved $1,800,000 every
vear. So the first year they got back their $500,000 more than three-
fold. And from now on that savings continues. And I think it is a
marvellous example that very few people know about. I didn’t know
about it until this morning. : Lo :

Senator Percy. There are many things that are going on in Illinois.
You will have to come out and run through our State sometime.

Chairman Proxaire. Mr. Rosen, go right ahead. '

Mr. Rosex: Thank you, Mr. Chairman.

First, I want to add my high regard for the leadership of Mr. Staats
and Mr. Morris and the association with Mr. Ink in this whole
project. The Civil Service Commission is very pleased, Mr. Chairman,
to have been a part of this project, because much of what we do is
directly related to the human factors of productivity. For example,
well qualified people are the first requisite for any effective organiza-
tion. And we have a major responsibility for the design and the opera-
tion of recruiting and examining systems that will attract the best
qualified people in the Government. And on the whole I believe we are
succeeding in this respect. And I will just give you one example.

Looking at the figures of the thousands of college graduates who

each year take our primary entrance examination, 70 percent of those
who wind up on the eligible lists and are eager for appointment are
from the top third of the graduating classes. So the best are applying
and competing. And we are pleased with this.
" In the area of pay and benefits and other incentives, we know that
these are a fundamental part of the reward structure; they are in-
tegral to an effective work force. And we are in the business, of course,
of building and refining the pay systems and the job classification and
the incentive award and other benefit systems, so that both the tax-
payer and the employee get a fair deal out of it. :

Training, Mr. Chairman, is another and very exciting component
of productivity improvement, for which the Commission has the ma-
jor responsibility. We have been stressing managerial training as ‘we
mentioned just a few minutes ago. In the past year, just to give you
some feel for the magnitude of the effort, in the past year we have had
over 100,000 employees attend our training-programs. And 70 percent
of those employees received training directed to improving supervi-
sion and management. And I know you will be pléased to know. Mr.
Chairman, that of this 100,000, about 15,000 were from State and local
governments. _ : :
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And then there is one new activity that we are just getting under-
way. It is the establishment within the Civil Service Commission of a
clearing house on productivity and organization effectiveness. This
unit will serve as a focal point for not only collecting and disseminat-
ing information about manpower management that influences produc-
- tivity improvement, but will also help encourage our activities along
this line. ’

Good personnel management also recognizes the contributions that
employees can make to more effective utilization of human resources.
Furthermore, with the Federal work force, more than 60 percent or-
ganized, managers, not only have an obligation, but an opportunity to
provide for structured employee input, through their union represen-
tatives, in the formulation or the implementation of appropriate poli-
cies and programs designed to enhance productivity. We feel that a
willingness by management to seek the views and accept useful sug-
gestions in making decisions, and a cooperative, understanding at-
titude by employees-and their representative, can in fact-and does in
fact contribute to the efficiency and the effectiveness of Government
operations.

So clearly both management and the employees have a responsibility
to the public they serve,-and we have no reason to belicve that this re-
sponsibility will not be fulfilled. o

In short, Mr. Chairman, we view it as our responsibility continually
to help agencies develop and maintain a high quality productive work
force through which greater organizational effectiveness can be
accomplished.

Chairman Proxatire. Thank you very much.

Now, I have a series of questions here. First, T would like to get
back to your prepared statement, Mr. Staats. You attached a list of
agencies taking part in phase III study. Many of the biggest agencies
in the Government, including the Postal Service and the Defense De-
partment and HUD and the Transportation and Treasury, and so
forth, are listed. Some are not. What are the major agencies that are
not included in this study, and why weren’t they ?

Mr. Morris. Sir, the agencies not included by and large are the
smaller agencies. They would include Battle Monuments Commission,
and

Chairman Proxare. How about the Highway Department ?

Mr. Morris. The highway activity, I believe, is represented in our
coverage, Sir. .

" Chairman Proxaire. Where ? ,

Mr. Morr1s. Within its parent agency, DOT.

Chairman Proxyire. And that is why the Department of Transpor-
tation is so big. I notice that is big. You have more man-years there
than you have in HEW. .

Mr. Morris. We have excellent coverage in DOT, particularly from
the Federal Aviation Administration. ‘

Chairman Proxmire. Then let me ask you, why was such a tiny per-
centage of NASA measured? You have National Aeronautics and
Space Administration only one-tenth of 1 percent as measured. Why
isthat? ’
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Mr. Morris. We have been unable in the case of research and devel-
opment type functions in any agency, or those primarily concerned in
such functions, to arrive at quantifiable output data of the type usable
for this index, NASA, AEC, and in fact much of GAQ’s professional
work and professional work generally in the Government 1s in that 40
percent increment that we have not yet learned to measure. We find
here .that the technique of “management by objectives” which OMB
1s sponsoring may be the better way of coming at a measurement of
those functions.

Chairman Prox»ire. They were so much worse than any of the
others, the one-tenth of 1 percent is far less than some of the others
that are heavy in resources like AEC, and o forth.

Mr. Morris. Yes, sir. _ , ,

Chairman Proxmire. Was there a lack of cooperation on their part?-

Mr. Morris. We have good cooperation. It was just a lack of op-
portunity as they have seen it and as we have seen 1t, too. We do not
feel critical of their experience at-this time. They have tried hard to
find measures. _

Chairman Proxmire. I don’t understand why you can’t determine
what their objectives are. They do the same things often over and over
again. They went to the Moon all those times. Can’t you find some way
of equating their input with their results?

Mr. Morris. In the simple terms of output per man-year, no research
and developmient activity that we have dealt with in the private or the
public sector has found good, useful gquantitative measures. Setting
objectives, yes, like getting to the Moon by 1969. That they achieved.
But the quantifiable aspects-have eluded use. '

Chairman Proxmire. How about the Federal Maritime Board ? Why
‘do you have only 6.3 percent of that—or am I misreading that? I
guess that it is the FCC that hasthat, only 6.3. :

. Mr. Morris. We have an uneven coverage of the regulatory agen-
cies. Some are 100 percent and some aren’t. And we have more work
" to do there, sir. - ,

Chairman Proxmire. In any case, is this a matter of lack of co-
operation ? : :

" Mr. Morris. I think we feel at this point, sir; that we are getting an

excellent response from all the agencies that have a capability. We
have another year’s work ahead in which we expect to improve the
coverage. But I know of no instance where there is a lack of
cooperation.

Chairman Proxyire. How about the U.S. Information Agency ?

Mr. Morris. They have difficulty in identifying compresensive mea-
sures. However, they have reported outputs covering 2,300 man-years,
including certain of their broadcasting operations and publication
services. ‘

Chairman Proxmire. Why? Don’t they have a certain number of
broadcasts and a certain amount of material they turn out, and so
forth? '

Mr. Morris. But to find units.that can be.consistently counted fron
month to month and year to year is the difficulty. It is just like count-
ing GAO reports, some take a year to complete and some a few weeks.
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We are seeking unit figures which can be aggregated as a measure of
total output.

Chairman Proxare. I think the USIA, because they do turn out a
certain amount of material to be broadcast, and to be disseminated
in other ways, would not be as complex as; say, the AEC. '

Mr. Staars. On the fiscal side of the broadcasting operation it seems
to me you might have some potential. The number of people who sup-
ply broadcast material and analyses and interpretation of and that
sort of thing would be much more difficult. |

Chairman Proxyire. How about an agency I haven’t mentioned be-
fore, General Accounting Office? I see the Greneral Accounting Office
has 13.3 percent of its work measured. That means that 86.7 percent
was not measured. Why is that? :

Mr. Staars. The part which is measurable is the audit work, which
is fairly routine work, of transportation vouchers, where we have had
a very visible increase in our productivity, for many of the reasons -
we have mentioned here today—the introduction of sampling, and
computerization of much of it. But the part of our professional work
which we can measure—but we would not want to say that it would
really have a lot of value—is the number of reports we produced from
year to year.

Let me give you an illustration. Congress is just asking us to make
a study of health maintenance organizations. And those will be lim-
ited to HMO’s that have been in existence for 37 months, which means
that we will have to start monitoring some of those new ones right
now, but we will not be able to report until after something like 3
years. Other studies, as Mr. Morris points out, we can produce rela-
tively fast. But the variation in the collection from one review to the
next is so great that while we could provide some-indices, I doubt if
it would really be too meaningful.

But let me take this occasion to bring out something which I don’t
think has been emphasized enough. The Government in this respect is
no different from what we have in the private sector. Much of what
is in the private sector is not suspectable to measurement on a fiscal
output basis, as Mr. Mark from the. BLS here has already emphasized.
But that doesn’t mean there are some indicators that can be developed
wth respect to the progress of certain objectives. And we have that in
GAO, in terms of time it takes to process a report at various stages
of the way. And we have other types of indicators of the degree of
acceptance of our recommendations, the dollar savings where our rec-
ommendations have been adopted. These kinds of indicators we have.

Chairman Prox»rre. I didn’t mean, of course, that the GAO

_ Mr. Staars. But this is not untypical of some other types of opera-
tions. ‘ '

Chairman Prox»rre. How about the Congress, is there any possibil-
ity, do you think, of developing ways of measuring productivity in the
Congress? At one time I talked to some of the business efficiency firms,
Arthur Little, and.so forth, Booz-Allen, to see if they could come in
and do some kind of a study of my staff for me. But I found I would
have to pay for it out of my own pocket, and I found it cost con-
siderably greater than I could possibly afford. But I wonder if there
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is any way that this might be done on maybe a sample basis or limited
basis, if there are any suggestions that could be given to Congressmen
and Senators for measuring their staff output? ]

Mr. Sraars. Two things. One is the establishment of the Joint Com-
mittee on Congressional Operations, which is designed in partto pro-
vide a focal point in the Congress for improvement of the managerial
side of the congressional operations. My own personal view is that
there is a lot, more potential there, a lot more needs tobedone.

But on the other point T would like to make is that in the Legislative
Reorganization Act of 1970 it was provided for a joint project of
Treasury, OMB, in cooperation with the GAO, to develop a Govern-
rent-wide data management system, hopefully on the basis of com-
puterized systems, to provide information for all of the agencies of
the Government, including the Congress. We have 25 people who are
working with the committees of Congress now and the Treasury and
OMB and trying to develop this system. We think that while 1t is a
long-range project, there is a great deal of potential here in providing
information on a quick readout basis which is relevant to the needs
of committees and subcommittees of the Congress.

I guess there is a third point. I think Congress itself could stand the
kind of analysis which we expect the agencies to receive, in terms of
just ordinary business management practices.

Chairman Proxmire. We use that very well. We have problems of
our own, political problems. We have constituent pressures to hire
people or not, to pay people off, and that kind of a thing. That is a
problem of course. But that is a problem everywhere. But I think
something like this would be very helpful to us, to the extent that
Members of Congress wanted to take advantage of it, at least to begin
with, so we would know hovs we could get more out of our staffs and
do a better job to the taxpayer and set a better example.

Mr. StaaTts. A number of the Members of the Congress have stressed
the view you have here. I am sure there is a great deal of potential.

- Just how to bring it about I am not so clear. The Joint Committee on
Congressional Operations might be one vehicle.
* Chairman Proxmigre. If you leave Defense out, you have been able
to measure better than 60 percent, you have been able to measure 80
percent. On Defense you only measure 31 percent because Defense has
such a large number of managers, now 1,169, a big percentage of your
total. And that reduced it down to 60 percent. Why is Defense so far
behind ¢ Why should Defense have only a little better than a third of
ihazl :meount of measurement that the rest of the Federal Government
ad ?
_Mr. Morris. This question we were very interested in, obviously,
sir.
_ The activities which have been measured are primarily called logis-
tics, which are procurement and supply activities, and those that over-
haul and maintain ships, planes, tanks and heavy equipment; that is
the truly industrial activities. ’ ’
The activities which have not lent themselves to measures thus far-
are, first, research and development, which is the same problem which
we spoke of in the case of NASA.
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Secondly, the large training and education area which has also been
difficult to measure in the private sector. We would hope for break-
throughs here as we go along. And we should find ways of measuring
the outputs of our training and-educational activities. '

A third’ very large group is just the sheer overhead functions at
headquarters, such as here in Washington and at many places around
the country at base level, where the base support people do many things
which have not lent themselves to good measurement. So that is an-
other universe that needs attention as we look ahead.

Chairman Proxmire. So critics like Admiral Rickover, and so forth,
would argue that they don’t lend themselves to it because they are so
unproductive, they are just counterproductive. He has argued, as you
know, that you would have had a more efficient Pentagon if you fired
half the admirals and generals and theirstaffs..

Mr. Morris. Overhead functions require continuing scrutiny.

Chairman Proxsire.. Appropos of that, I put in an amendment to
the appropriations bill, which was defeated on the floor, which was
reflecting what the House did. The House bill goes to conference any-
way. My amendment which was defeated would-have limited the num-
ber of-admirals and generals down to colonels and N, avy captains: This
was an effort to do something about the so-called grade creep, the fact
that we now have more generals and admirals than we had'in World
War II, we have one-sixth as many people and we have more generals
and admiirals. And to many people this seems utterly ridiculous.

When I put this amendment in, one of the arguments raised against
it by Senator Goldwater was, nobody ever talks about the grade creep
in the civilian agencies and the other agencies, we have the same prob-
lem there, but-nobody ever complains about that. We have all kinds of
Increases in grade for people in HEW and Transportation, and so on.
And I think he may have a good criticism. But we just' don’t have the
figures on it, we don’t know, because we don’t have the same kind of
generals and admirals classifications. Is there any way that we could
determine whether or not we have had that tendency to increase the
supervisory personnel, the people with high salaries, in relationship to
rank and file people who do the work in the nonmilitary agencies?

Mr. Sraars. Mr. Rosen, I think should respond to that.

Mzr. Rosex. Mr. Chairman, there is in fact an inerease in the num-
ber of employees in the higher grades. But it is not linked to the issue
of supervision. The largest part of the increase in the higher grades is
because of the need for an increasing number of high grade profes-
sional specialists due to the technological growth and the number of
new programs that have been authorized.

Chairman Proxmire. How do you know it can be rationalized on
that basis, or do you?

Mr. Rosex. The reason we feel this is a sound conclusion is that the
system for determining grades is based on classification standards. We
do have an audit program, it is not a complete 100 percent audit, but as
in most large business establishments, we use a sample audit. And by
and large we find that the agencies are classifying the jobs properly in
accordance with the standards. Now, I don’t want to-mislead you in
any way, Mr. Chairman. The fact is that I am sure that there are
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some jobs which are allocated at a higher grade than they ought to
be. Whenever we identify these, we call for corrective action.

Chairman Proxyire. Let me interrupt. 1 wonder if there is any way
that we could make a comparison with the Defense Department for the
benefit of both? It may be that my criticism of the Defense Depart-
ment is unfair, and I ought to criticize the whole Federal operation, or
it may be that the rest of the Federal operation does it much better. You
have, as you say, by and large, with exceptions, that you would have in
any big group, an allocation of supervisory and professional and high-
paid technical people in accordance with-the job to be done. We think
we have a basis for criticism of the miitary., That is disputed, but I
think we can’docurnient- it. Is'there any way that we can compare the
two?

Mr. Rosex. I'do not know of any direct way to compare them. The
fact is that T am not fully familiar with the basis on which people are
given certain grade increases or promotions in the military. I do know
this, Mr. Chair man, that the military system is different in one impor-
tant respect from the civil service. It is a rank:in-the-man concept,
where an individual who develops certain experience and knowledge
and training over a period of time, and has evidenced the capacity for
more important work is promoted through promotion boards. Now, in
the civil service system

Chairman-Proxarise. That is the-problem in the military. I under-
stand it is a tough problem, because it is one way you keep good people,
and keep ambltlous, hard-driving people, is to give them an opportu-
niity to be promoted. T realize that we are going to have to pay a price
if-we weed ont what seems to be a superfluidity of high ranking officers.
But T would think, in all fairness to the taxpayers “and to the burden
the taxpayer has to bear, that we would just have to do it, and find
some other way of compensating people or providing an incentive for
people so that we can keep enough good people in tlie military. It is
not easy.

Mr. Rosex. I really am not competent-to comment on the military
side of this, whether 1t is unjustified or not. But'I can say this to you,
Mr. Chairman, that on the civil service side we are prohibited from-
giving increases in grade just because someone supervises more people.

Chairman Proxuire. Let me ask you this. What is the proportion of
supergrades, that is 16, 17, 18, 116W compared with 10 years ago and
20 years ago? Do you have that?

Mr. Rosex. The proportion would be higher. And T would like to be
permitted to furnish that for the record, Mr. Chairman, if' T may. But
I must say respectfully that I doubt that the evidence of such a higher
proportion is really a sufficient basis to draw a conclusion that what
may be going on now would in some way be improper, because

Chairman Proxmire. It depends on how much higher it'is. If it is
4 or 5 times higher I would say we ought to look ihto it; because it
might be improper, or at least it might be wasteful.

Mr. Rosex. Let me say this. We have looked at the supergrade jobs.
And the problem we are having in the executive branch of the Govern-
ment right now, Chfmm‘m P10\mne, is that we don’t have enough
supergrades. In the last 5 ‘years the Congress- has authm 1zed an
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increase of only 150 supergrades for general distribution. And yet the
numbers of new programs, the complexity of programs, the new
requirements have convinced us from our analysis of the needs of the
agencies that it is not sufficient in order to recruit and retain first-rate
people, sir. : :

Chairman Prox»Mire. You may well be right. : :

Would you give me those figures in detail, along with the military
ﬁggres if you can get them. Maybe Tom Morris will work with you
to doit.: . :

Mr. StaaTs. May I make a suggestion, Mr. Chairman ?

Chairman ProxMire. Yes. : : L .

Mr. StaaTs. In the information that Mr. Rosen is to supply, it seems
to me that it might be helpful to have also, along with that, an analysis
of the supergrade jobs and the military jobs, as well as who hold
scientific; technical, and professional jobs, against those who are in line
positions. : . , .

Chairman Proxmire. Or staff positions? _

Mr. Staats. Or staff positions—who are justified pretty much—I |
think to get comparable data, going back for the period of time that
you are suggesting, it would be helpful to break these out.

[The following information was subsequently supplied for the
record :]

COMPARISON OF GENERAL/FLAG OFFICERS TO TOTAL MILITARY STRENGTH

End strength )
General/flag officers compared
Total military  General/flag to total military strength

personnel officers -

Year - ’ (E-1t0 0-10) (0-7to 0-10) Ratio ? Percent 2
2,476, 435 1,260 1,965 0.050
2,655, 389 1,287 2,063 .048
3,066, 294 1,339 2,290 043
2,714,727 1,330 2,041 048
2,323,079 1,324 1,759 056
2,252,841 1,291 1,745 057
2,175,241 1,248 1,743 057
2,153, 266 1,231 1,749 057

1 Number of personnel for each general/flag officer.
2 General/flag officers as a percent of total military strength. . . -
3 Based on President’s fiscal year 1975 budget request, including active duty personnel paid from Reserve and Civil

Works Appropriations.

U.S. Civi. SERVICE COMMISSION,
Washington, D.C., January 4, 1974.
Hon. WiLLIAM PROXMIRE,
U.8. Senate,
Washington, D.C.

DEeAR SENATOR PROXMIRE : This is in reference to my testimony on December 17
before the Joint Economic Committee, and the subsequent telephone conversa-
tion between Mr. Tammen of your staff and Miss Ugelow of the Commission’s
Bureau of Executive Manpower.

The Civil Service Commission maintains data files on positions under the
General Schedule or under other salary systems subject to Commission purview.
It has no jurisdiction, and accordingly no data, on positions in the uniformed
military services. Furthermore, these systems are not comparable. The General
Schedule is predicated upon a “rank in the position” concept while the military
services utilize a “rank in the man” concept. It is, therefore, not possible to
establish a one-to-one relationship between the general schedule grades and the
military officer ranks.
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We did, however, telephone the Department of Defense to determine how
information on the strength of the uniformed services could be obtained. We
were advised that a written request would have to be submitted to the Secre-
tory of Defense. Since because of its lack of jurisdiction in this area the Com-
mission could only serve as a middleman, we thought -that the Committee might
prefer to deal directly with the Department of Defense.

We are enclosing the following tables and reports relative to upper level posi-
tions under the Commission’s jurisdiction:

(1) A table showing the relative growth of General Schedule positions
for representative years between 1960 and 1972;

(2) A table showing the functional classification of supergrade positions;
and, .

(3) Copies of Executive Manpower in the Federal Service,' January 1972
and March 1973 editions. These reports contain various data on the struc-
ture and characteristics of upper level positions under the Commission’s
jurisdiction.

‘We hope that this information will be helpful to the Committee and we will be
glad to provide further assistance, if necessary.

Sincerely yours,

BERNARD ROSEN,
Ezecutive Director.

Enclosures.
GENERAL SCHEDULE EMPLOYMENT
Percent of
. GS 16-18 of
Year : GS 1-181 | GS 16-18 2 the total
954, 000 1,576 . 165
1,112,000 4,484 .403
1,287,000 5,776 . 449
1,298, 000 5,854 . 451
1,281, 000 5,781 .451
1 U.S. Civil Service Commission, Pay Structure of the Federal Service, annual.
2 U.S. Civil Service Commission, Executive Manpower in the Fe deral Service, March 1973, table 2, p. 3.
FUNCTIONAL CLASSIFICATION OF SUPERGRADES 1
Scientists 2 Nonscientists Tota)
population,
Percent Percent=» Percenty Percent=» Percent
Managers. oo e eccmcaamaa 77 38 85 62 82
Supervisors_____._ 19 53 11 47 14
Individual workers 4 42 4 58 4
Total . e 100 40 } 100 60 100
1 U.S. Civil Service Commission, Executive Manpower in the Federal Service, January 1972, table 9, p. 6.
2 Includes the following occupations: Physical, biological and medical sci , mathematics, and engi ing. .

Chairman ProxMire. We feel that we have moved to a situation
where we have enormously increased our support and supply operation
compared to our combat operation in the military. This is a reflection
of that, too.

Mr. Ing. Mr. Chairman.

Chairman Proxmire. Yes, Mr, Ink, ‘

Mr. Ink. I would also like to encourage further experimentation
with the use of dollar limitations rather than personnel ceilings as a
basic means of control.

1 Coples of Executive Manpower in the Federal Service, January 1972 and March 1973
editions may be found in the subcommittee files.

5

29-906—74



62

Chairman Proxmire. We had personnel ceilings, as you know
through the Korean War, and then it was stopped shortly but before
lt)ht?lf 12 was falrly effective. Do you think dollar ceiling would be

etter ? ’

Mr. Inxk. I think there is a possibility of this, and I think we need
more experimentation, because it provides an incentive to management
to dlStI‘l.bl‘lte the dollars on the basis of where they can contribute to
" productivity. As it now stands, when the basic control is on ceilings,
then a high level person counts the same as a low-grade individual,
and there isn’t the incentive for a balance, and a proper mix among
grade level in that organization. In order to do that, of course, there
needs to be adequate financial controls, and there needs to be accurate
and timely fiscal information, so that there is adequate managerial con-
trol over all.

Mr. Staars. I don’t think there is any doubt about it, if a manager
has to contract his organization to stay within a personnel ceiling, the
tendency would-be to take off the lower grade people.

Chairman Proxuire. That has been done.

Of course, that is a terrific problem in the military. They have suf-
fered a big drop in recent years. They suffered a big drop after World
War IT, and in the Vietham War it dropped from 8.5 million in 1969
to 2.3 million today. And you say there is a tendency in those circum-
. stances to discharge the lower ranking personnel and retain the higher
ranking slots?

Mr. Staars. The real control should be costs in relationship to out-
_put. If we can make management responsible for applying that test,

based on productivity analyses, we would be far better off than by cir-
cumscribing management and saying you only have so many people.

Mr. Ink. That provides a counterforce, an incentive to deal with the
kind of problems you pose.

Chairman Proxuire. We may have to have some of both. I think the
dollar is certainly the fundamental control. But I don’ think it is a
. good idea to permit the military to continue—pretty soon you will
have nothing but generals, insteads of being a private as I was when
I went in, you will go in as a general.

Mr. Staats. If he hires too many people his costs are going to go up.

Chairman Proxmire. What percentage of the hundreds of thou-
sands—this is for Mr. Rosen—of the 100,000 civil service trainees
that work specifically on productivity improvement, that is, on—for
example—on the advantage of investment to save manpower, how
many would be exposed to this kind of argument we have had here
this morning ?

Mr. Rosex. I couldn’t give you a precise figure, Mr. Chairman. But
certainly in many of our training programs the issue of productivity
improvement is a subject that does receive attention.

Chairman Proxmire. You hit that hard and you hit it continuously.
But why can’t you have a situation where virtually everybody is in a
management position when he comes in for a civil service traming,
at least as to some real exposure for this? Because I think few people
in the Congress or the general public are aware of the enormous oppor-
tunity for saving by a sensible investment policy. :



63

Mr. Rosex. In fact, Mr. Chairman, one of the gratifying aspects of
participating with Elmer Staats and Tom Morris and Dwight Ink in
this project is the fact that we feel we can get out of this basic infor-
mation which can be built into training programs for supervisors and

"management, We think that there are now identified success stories
which can be fed into these training programs and can help us say,
“Go and do likewise.” And we can say we are not just theorizing, here
is where it worked. So we think there will be more of this. And cer-
tainly we will follow through.

Chairman Proxare. Mr. Morris. .

Mr. Morezs. To be sure Mr. Rosen gets full credit, sir, they started
offering some 11 courses last year covering a spectrum of subjects to
a spectrum of people, dealing with productivity and related subjects.
Many of us speak to these courses. And I think there has been a very
good response here. There is more to be done, to be sure, but this is a
very good initial start. ‘

Chairman Proxmire. Mr. Staats, one of the great results of your
study has been a recognition that there is an 1mprovement in pro-
ductivity in the Federal sector, in the governmental sector overall, the
Federal, State, and local. And this is a surprise to many economists.
At the same time your report indicates that the Federal productivity
rose about 1.7 percent a year in the 5 years ended in 1972, which 1s
well below the typical average private sector 1ncrease of 3 percent.
What are the reasons, the principal three or four reasons for this
difference ?

Mr. Staars. This covers a 6-year period, 1.7 I think covers 6 years.
The 5 years which we reported last year on a preliminary basis was
1.9 for a 5-year period. So it has gone down to some degree.

I would like again to ask Mr. Morris if he would like to comment
on your question. . _

Mr. Mogris. Sir, we think first of all it is probably not at all realistic
to try to compare the Federal sector as such with the private sector
as such. The two universes just have totally different contents. For
example, the Department of Defense, which, as you point out, is a big
part of our Federal sample, experienced a huge upsurge during Viet-
nam and it is now experiencing a rapid decline in its staffing, and
therefore a sliding off in productivity is inevitable. So we think the
composite index on the public sector is not one that is useful to compare
with the private sector, but one that should be examined and com-
pared with itself and its components from year to year. This is what
we are endeavoring to do.

Chairman ProxMIre. Is it possible that a major difference could be
in the more intense use of capital equipment in the private sector ?

Mr. Morris. Yes, sir. And we feel that we can compare the capital
intensive-type activities more readily with the private sector, and
should do so.

Mr. Sraars. But the very fact that we know the figure went down
from 19 to 17—1I think it 1s important for us to know that.

Chairman Proxmire. It went from 1.9 to 1.7. It must have been
a pretty bad year. How big a drop was that, the last year? You say
in 6 year’s time it is significantly below 5 years.
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Mr. Staats. As a decrease from 1.9 which is the 5-year average to
1.7. So a 1-year drop would be pretty significant.

Chairman Proxmire. Maybe last year with an increase of, say, 1.8
of 1 percent, or something like that, is that about right?

Mr. Staats. Maybe Tom can answer that question.

Mr. Morris. I would like to comment on this, because, first of all,
we are dealing with very recent experiences. '

Chairman Proxmire. There was a big Vietnam drop back in 1969
and 1970, not this time.

Mr. Morris. What we have learned is that from year to year one
can expect activities to vary greatly, whether they gain at all or drop.
Leadtimes become very important. To put a compuferized installation
into operation may require 2 or more years before one experiences the
productivity impact. So unless long-range planning is practical, many
of these productivity levels can’t be sustained, and we will have to
accept level-off or declining trends. '

So the overall number is a very dangerous thing to make judgments
on. We think it is something we need to use as an analytical tool and
to watch the 16 components that we have identified in terms of dis-
covering what has happened. -

Chairman Proxmire. You have a 3- or 4-year leeway; without
being partisan, I might say the impact of the Nixon administration is
beginnine to show itself.

Mr. Staars. Mr. Chairman, one thing is that 5-year analysis covered
only 55 percent, whereas the 6-year analysis covers 60 percent. And
in that additional 5 percent are found units which are smaller units
for the productivity.

Chairman Proxmire. I was being facetious of course when I made
that partisan reference. Watergate has done a lot of things, but we
can’t blame that drop on Watergate. -

I know you are well aware of the problems of measuring produc-
tivity. One basic element is getting a good measure of output. Doesn’t
your procedure bias the results in-accounting; where there is only a
fiscal count, like of the number of letters mailed ? How do you handle
the output of the Federal Trade Commission or the Securities and
Exchange Commission. In the FTC, for instance, an important
function -is consumer protection? How is that handled ?

Mr. Morris. In each case we have worked with the agencies concerned
to select those statistical data which they use for managerial purposes,
and which we believe can be repeated and counted consistently. For
example, the Federal Trade Commission is reporting to us five kinds
of output indices. First is orders issued in connection with consumer
protection trial work. The second is orders issued in connection with
competition trial work. The third is formal investigations completed
on regional investigations. And we have two others of similar nature,
these being those outputs statistics that we consider more useful.

Ch?airman Proxmare. They have to hold their quality static, don’t
they ?

Mr. Morris. This also assumes that quality is kept at acceptable
limits. ‘

Chairman Proxuire. Do.you think that is a reasonable assumption
in the case of an agency like the FTC?
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Mr. Morits. I should not like to answeér that. The rule is that every
agency should have its own quality control as well as its productivity
measure.

Chairman Proxmrre. Let me suggest that it seems a very difficult

“measure for a local government. One of the biggest costs of local
government, of course, is education. When you reduce the size of a
classroom for a teacher from 50 pupils to 30 pupils, almost all of us
would agree that that is good, the child gets individual attention.
The productivity obviously deteriorates, drops. But what happens 1s
that you have a different quality element. How would you handle
that kind of a productivity measure?

Mr. Morgis. In such a case we think we should then testate the
measure of output and put it on the correct basis; that is, the basis:
that you consider to represent the right quality of performance, and
restate index trend on that basis.

Mr. Ink. If I might add, Mr. Chairman, in ahy event, as was
mentioned earlier, the productivity measure is a basis for analysis.
And part of the analysis, it seems to me, is what impact the produc-
tivity change may have had on the program. We mentioned housing
awhile back, There were many other factors that needed to be looked
at and weighed in conjunction with the productivity figures them-
selves. Productivity is a managerial tool, and should not be taken
as an end in itself. If the productivity figures are simply accepted by
management as the answer to the program without the kind of anal-
ysis that Mr. Staats was mentioning earlier, then the productivity
program is likely to create some significant problems.

Mr. Staats. This problem is nhot unique to Government, of course,
as you are well aware. The service sector of the private industry has
grown tremendously. And you have the same problem with quality
contiol and quantity measurement there as we have, I think, in the
Federal sector.

Chairman Proxyigre. It seeins to me there is an awful lot to be done
here in reorienting our investment objectives. You have touched on
that very well. But let me just suggest how big it 1s.

There is an estimated $3 billion of fiscal year 1973 obligations that
have a direct impact on productivity. But obligations are-concen-
trated in agriculture and transportation. For example, agriculture
represents four percent of the GNP. The percentage of the Federal
productivity obligations are 21 percent for agriculture. Manufactur-
ing, representing 36 percent of the GNP, has 2 percent of the Federal
productivity obligations. Transportation has 5 percent of the GNP,
but has 42 percent of the Federal productivity obligations. Are these
figures that I am listing here at all familiar to you, do they suggest
that there is a serious failure on the part of the IFederal Government
to allocate their actions that might improve productivity improperly ?

Mr. Staats. I am personally not familiar with those figures. But I
notice that you have John Dunlop coming tomorrow, and perhaps he
could address himself to that better than we.

Chairman Proxmire. As long as you are here, Mr. Staats, what do
you think of trying to gear, to some extent, at least, keeping in mind
the relationship of various sectors of the private economy, like trans-
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portation, to GNP, and trying to bring the Federal investment in
productivity improvement into accordance with.

Mr. Staars. You mean in terms of Federal expenditures and Fed-
eral programs?

Chairman Proxaure. Yes.

. Mr. Sraars. Absolutely. And I don’t personally think that nearly
enough has been done in this field.

Chairman Proxarrre. We seem to be badly neglecting manufactur-
ing, for example, on the basis of this.

Mr. Staars. The whole field of industrial technology has been
neglected. We have done very little compared with what we have done
in, say, the aerospace industry, or agriculture, or many other parts
supported in the budget. But I certainly agree that a lot more of
this kind of analysis should be a part of the budget process and should
be available to Congress.

Chairman Proxarre. One of the most shocking increases in Fed-
eral spending has been in the Law Enforcement Assistance Agency.
And for understandable reasons we have all gotten very excited and
concerned about crime in the strects, the big political issue. So Con-
gress has geometrically increased the amount of money we have spent
on LEAA, it has gone from a few millions to tens of millions to
hundreds of millions, and now it is over a billion dollars, and very
quickly, as I understand it. The initial purpose behind this LBAA
operation was to provide for research in the area of crime detection
so that the Federal Government, which can do research on a national
basis more efficiently than even the big cities can do it, would assist
in that way. But instead we have provided funds for squad cars and
for personnel. In fact, the problem here is that LEAA, which dis-
burses technology, oriented grants, thus are without any productivity
assessment. Do you have any knowledge of that ¢

‘Also, EPA has dropped its local program to improve local solid
wastes products. I guess it was viewed as beyond the EPA mandate.

The Office of Education has not figured out how to address produc-
tivity issues in education.

DOT has no productivity measure for mass transportation:

HEW proposals do not have anything to say about productivity.

And so on. Don’t you think that where we are spending these im-
mense sums, billions and billions of dollars—and they are increasing
all the time—that we ought to have a productivity input here, woudn’t
that be helpful ?

Mr. Sraars. Yes. And I would like to say here, in connection with
the GAO audit reports, speaking of Office of Education, the Law En-
forcement Assistance program, and those other programs, this is an
integral part of our effort to evaluate the effectiveness of the program,

Chairman Proxmire. I see.

Mr. Sraars. In the LEAA program you are quite correct in saying
that it was initially designed to be research, demonstration and fech-
nical assistance. All of these are relatively low dollar cost items. But
the pressure developed to get communications equipment, transporta-
tion equipment, and all of those things which are needed, but we really
didn’t know enough about the payoff to warrant the growth of those
programs as we saw it.
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Chairman Proxaure. This is the kind of thing, and the EPA pro-
gram is another area where it would seem that there should be a notion
of payoff, the productivity, which should be cranked right into the
allocation. .

Mr. Staars. Reports will be submitted to Congress very shortly on
the study we are making. The results we are getting on research pro-
grams in the water pollution area so far seem to us to indicate that
we are way behind on research and development in relationship to the
contemplated capital investment program of Federal grants to locals
for water pollution treatment plants. Now, this is the kind of analysis
which I believe you are referring to.

Chairman Proxmire. Mr. Ink. :

Mr. Ink. Mr. Chairman, although it is too early to know whether
this is going to result in very much that is meaningful, there has been
added this year an additional language in the OMB basic document
which calls for budget estimates. One of the key things is that it says,
“work measurement, unit costs and productivity indexes should be
used to the maximum extent practicable in justifying staffing require-
ments for measurable workloads.” And then it goes on to discuss it in
several paragraphs. As I say, I'can’t tell you, Mr. Chairman, at this
point whether this is actually resulting in meaningful information in
the areas you are talking about or not. But, it is one other step forward.

Chairman Proxmire. I realize that we are getting a little away from
the direct purpose of your study. But I think it 1s so closely related
that I would just like to persist a little bit further in it.

Last week we had a professor of transportation from Harvard Uni-
versity, one of the outstanding experts in the country. And he argued
that the ICC regulations were so unproductive and so counterproduc-
tive that they were resulting in a cost to the economy of several billion
dollars a year. And he indicated that we would just be better off with-.
out the Interstate Commerce Commission, that their regulations with
respect to railroads reduce productivity, and this whole Federal Gov-
. ernment activity in some areas, it is argued, reduces productivity.

The NCOP estimates 2,000 Federal regulations in food, and some -
lead to low utilization of railroad cars, and $2 million waste in the
handling of cheese and butter fats surplus.

In health the Federal Government loses $15 to $20 million a year
based on actual count, with no productivity incentive.

In banking the Social Security Administration releases all trans-
fer payments on the same day without regard to its impact on the
productivity of banking operations.

These are all general criticisms. But I wonder if there isn’t any
central operation perhaps in the Office of Management or somewhere
else where they would request the regulatory agencies and the line
agencies to be concerned about the impact of their actions
on productivity.

Mr. INk. With respect to the regulatory agencies, there is a different
relationship with OMB than in the line agencies. But effective man-
agement has been a very serious problem, and a very real problem in a
number of regulatory agencies. Mr. Zarb from the OMB, who is dou-
bling over in the energy area right now, had to leave a few minutes
ago, but I do know that the OMB has at the request of several regula-
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tory agencies, made sotiie analysis and studies in respect to the amount
of procédural red tipe which some of them had been concerned with.

Chairman Proxiurg. Have they changed any of that ?

Mr. Inx. They have been changed. A broader effort in which the
OMB and GSA work more directly has been the grant-in-aid system,
which is probably one of the best examples of the kind of problem you
are talking about, the system has been tremendously complex and de-
tailed and burdensome procedures. We stiessed here this morning—
and I think rightly so—the importance of capital improvement and
mechanization in improving productivity. But procedures themselves
also are a very important area of finding ways to increase productivity.
And we do have evidence, quite a bit of evidence, that this has been a
problem in the grant-in-aid system even though we don’t have, gen-
erally speaking, good quantifiable productivity figures.

Chairman Proxmire. Mr. Rosen, t6 what extent does the Civil Serv-
jce Commission help State and local government in productivity
improvements ? .

Mr. Rosex. Our major effort, Mr. Chairman, in helping State and
local governments on this score has been in terms of the participation
of State and local officials in our training programs. We have, how-
ever, provided very modest grants to a few jurisdictions on some efforts
that they were undertaking which have related directly to productivity
improvement.

Chairman Proxyire. And then do you disseininate their findings?

Mr. Rosex. That is correct, sir. We have an information exchange
service, and whatever comes out that looks good, and might have
broader applicability, we get the word out to other State and local
jurisdictions. A

Chiairman Proxmrre. What kind of experience in productivity meas-
urement has the Civil Service Commission undertaken ¢

Mr. Rosex. Actually our current efforts are along this line. We have
gone out to the agehcies—in fact this week, we are starting a survey
of various kinds of manpower management improvement efforts that
agencies have been conducting. We want to know what really has been
done with local initiative throughout the Federal Government. The
fact is, Mr. Chairman, we just don’t know right now. When we get
the results of this survey we will take the best of these, where the
conclusions are clear, and we will disseminate that information. We
will also at that point, Mr. Chairman, be able to identify where there
appear to be some gaps. And where there are some gaps, we will con-
sider undertaking some demonstration programs, whether it might be
job enrichment, job restructuring, or improved supervision and man-
agement. Those are areas where we think we can be most helpful.

Mr. Staats. Could we ask Mr. Morris to elaborate a little on some of
the other agencies?

Chairman Proxmire. Yes; I wish you would.

Mr. Morris. The National Commission on Productivity has followed
our work very closely. And it has started sponsoring efforts at the
local level about which they will tell you, I am sure. And we have
been pleased to join our efforts with theirs. They are currently spon-
soring tests in St. Petersburg, Fla., and Nashville, Tenn. They have
a several month program running to lay out a productivity improve-
ment program for each city. )
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Our help, as part of the JFMIP program, has been requested by the
city of Milwaukee, and we hope to be doing some work there in the
next few months.

The National Science Foundation has a number of grant programs
to improve technology in the public sector, things like solid waste
collection and disposal, fire department location and construction, and
matters of this type.

So there is quite a foment of effort going on throughout the Federal
structure to assist State and local governments. ]

Mr. Stasts. We are delighted that you are having witnesses from
the State and local government also for these hearings. I would just
like to emphasize that we don’t see the Federal Government as simply
an interested bystander. The Federal Government itself stands to gamn
or lose, depending on how good a job is done.

Chairman Proxmire. As you pointed out, there is an enormous pro-
portion of our spending that goes to State and local governments, not
only revenue sharing, but the grant programs will continue, the special
revenue sharing is coming up, with enormous expenditures ahead. So
we have a direct stake.

Mr. StaaTs. About $45 billion this year.

Chairman ProxMiIre. $45 billion.

One other question, and then I will be through.

Mr. Rosen, when the Civil Service Commission conducts inspection
of agencies’ personnel management, do you ever look at their produe-
tivity management systems? '

M. RoseN. Our concern here is not directly on the matter of produc-
tivity measurement systems of the kind that Mr. Staats and Mr. Morris
were discussing this morning. We do look very seriously at the liuman
factors in productivity management and what the agencies are doing
there, along the line that I discussed earlier, Mr. Chairman.

Chairman Proxmire. Gentlemen, thank you very, very much. This
has been a most enlightening and helpful morning. And I hope, Mr.
Ink, that you will give me those specific examples. Now that I think of
it, this is a very fine example, now that I have a chance to see what
it is, but it is limited to one agency, and limited to one kind of invest-
ment. But it is excellent. And if I could get others that would affect
others, success stories in the areas of investment, that would be more
helpful. And I will be delighted to do what I can to help publicize
it.

Mr. Ink. We will be very happy to provide that to you, Mr.
Chairman. '

[The following information was subsequently supplied for the
record :] : :

JANUARY 4, 1974,
Hon. WILLIAM PROXMIRE,

Chairman, Subcommittee on Priorities and Economy in Government, Joint Eco-
nomic Committee, U.8. Senate, Washington, D.C. :

Dear Mr. CHAIRMAN: I thoroughly enjoyed and appreciated the opportunity
to appear together with Elmer Staats, Comptroller General of the United States,
and Bernie Rosen, Executive Director, Civil Service Commission, before the
Joint Economic Committee on December 17, 1973 to report on the Joint Produc-
tivity Project.

As a result of the impetus provided by you in the fall of 1970, we have made
considerable progress in the measurement and enhancement of productivity in
the Federal sector. As I indicated in my testimony, Tom Morris of GAO has pro-
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vided very effective leadership for our Joint Project Team. However, much re-
mains to be accomplished. We have taken action to institutionalize a system for
measuring productivity in the Federal sector ; promote extension, refinement, and
use of appropriate productivity measures; encourage development and installa-
tion of productivity improvement programs; and enhance coordination of produc-
tivity measurement and improvement efforts.

During the course of the hearings, you requested that I provide examples of
productivity improvement actions taken by Federal departments and agencies
that normally do not come to the attention of the public-at-large. We have with
GAO jointly compiled such a list for your review. Although not exhaustive, the
list does provide a representative sample of agency productivity improvements
which have resulted in significant cost-savings. Not only does the list record
productivity improvement actions involving replacement of personnel through
mechanization and automation, but improvements evolving from consolidation
of administrative and programmatic operations, development of statistical mod-
els, standardization of activities and techniques, and other actions. A number of
these productivity improvement efforts were made available for public release
(i.e., Presidential Management Improvement Awards), but none were widely
publicized.

Again I would like to thank your Committee for its interest in, and support
of, our productivity improvement efforts.

Sincerely,
DwicHT A. INK,
Deputy Administrator,
Enclosure.

A. AGENCY FOR INTERNATIONAL DEVELOPMENT

During fiscal year 1972, the entire automated system of the Office of Partic-
ipant Training was converted from the cumbersome Formatted file system to
the IMB 360/50 system, resulting in a savings of approximately $2,000 a month
and a decrease in computer processing time of approximately 17 hours a month.

B. ATOMIC ENERGY COMMISSION

A detonator-cable assembly produced at the Mound Laboratory (Ohio) under-
goes tests and measurements during the production process. The small compo
nent aluminum cup of the assembly was frequently scatched or nicked with han-
dling during these tests, causing as many as 32 assemblies to be rejected each
month. Molded plastic cups were designed which fit over the aluminum cup to
protect it during radiographic and electrical testing. The net annual savings at
Mound Laboratory are $124,700.

C. DEPARTMENT OF COMDMERCE

1. Office of Publications established criteria which led to the development of
new microfiche equipment. This equipment increases the storage equipment of
a single microfiche card by 669 without loss of quality. The Committee for
Scientific and Technical Information has now adopted the new card as the official
Federal Standard. The annual savings to Commerce operating units alone
exceeds $88,000.

2. National Bureau of Standards adopted a single uniform system for report-
ing financial management data on the status of its many projects eliminating
more than 70 informal preliminary reporting systems as well as the formal ac-
counting system. The new uniform system has improved the timeliness of a num-
ber of reports, enhanced the accuracy of the data, and saved thousands of man-
hours of professional personnel. The net cost benefit is estimated at $569,000.

3. Until recently the complexity of chemical patents precluded their automated
printing by the Patent Office data base system. Newly developed techniques now
permit data base (i.e., computer controlled) composition of many of the tables,
formulae, and difficult text, making it feasible to include a larger number of
complicated patents in the data base system. The cost difference between
computer-controlled and hot-metal (hand) composition of these patents is $60
each. Based on more than 11,000 such patents scheduled for data base printing in
FY 1972, savings totalled $670,000.
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D. DEPARTMENT OF DEFEXNSE

1. The Department of the Army conducted a test by allocating a $500,000
fund, available only for fast payback capital investments, o its "Ammunition
Procurement and Supply Agency (APSA)’in Joliet, Illinois. APSA was allowed
to make immediate decisions on proposed investments by the Governinent Owned
Contractor Operated (GOCO) ammunition leading plants where the payback
could be achieved in two years or less. In a few months, 24 projects were
approved which would return $1.8 million in annual savings. The majority of
these projects have paid or will pay for themselves in less than 180 days follow-
ing installation. Illustrations are:

An automatic nailing maechine costing $38,185 saved 20 men in construct-
ing pallets for bombs. The annual savings of $240,000 resulted in an amorti-
zation period of 57 days.

A machine for eutomatically loading small-arms ammunition costing $50,-
000 saved 42 personnel engaged in packing ammunition rounds into ball clips.
A savings of $453,000 amortized the cost in the first 41 days of operation.

An automatic laundry clothes dryer costing $25,000 saved five people
amounting to annual savings of $50,000. This project repaid the investment
in 180 days. )

An cutomatic scrap compactor costing $29,000 increased the recovery
price for scrap brass and reduced storage space, saving over $47,000 and
repaying the inyestment in 160 days. :

2. The Defense Supply Agency’s depot at Ogden, Utah pioneered base supply
mechanization, automated shipping processes, and improvement of inventory
record accuracy. Cost savings of $1.3 million were achieved during FY 1972
while maintajning the best average order processing time of all DSA depots.
This productivity improvement project resulted in a Presidential Management
Improvement Award. .

3. Corps of Engineers N

(a) Mathematical computations by field survey crews were done by manual
calculation. Three Sharp Micro Compet qt-88 electronic calculators were pur-
chased by the Pittsburgh District for use by survey field crews. The calculator
is portable and operates on re-chargeable batteries or A/ power. Use of these
portable calculators has greatly increased the capability of field crews and has
produced first year net savings of $1,761 with recurring savings of $3,300.

(b) The Los Angeles District installed a telephonic dictation-transeribing
system consisting of integrating communication, dictation and automatic typing
equipment. Use of the system in one element of the district resulted in an an-
nual saving of $24,302.

(¢) Installation of electronic monitoring equipment to observe Chesapeake
and Delaware Canal traffic has eliminated the need for nine traffic checkers,
and will provide FY 1973 savings of $152,300 and FY 1974 savings of $73,000.

(d) Centralization of District Finance and Accounting activities in the
Cincinnati, Ohio Division resulted in a reduction from 125 to 96 people on a
Division-wide basis. First full year savings are estimated to be $255,000 begin-
ning in FY 1978. Net savings in FY 1972 were approximately $25,000 after deduct-
ing all offsetting costs. .

(e) Accomplished an innovative technique for removal of rock by utilizing
the specialized capabilities of a large hydraulic dredge instead of drilling and
blasting equipment with dipper dredge and attendant plant for the rock removal.
Net savings of $1,244,500 are to be used, to finance other approved requirements.

4, The U.S. Army Materiel Command (USAMOC) developed two log-linear $-
curve models for measuring the effect of engineering changes and for predicting
production costs from weapons systems research and development costs. As a
result of the application of this model, two contractor impact claim proposals
were definitized in a shorter time than the tiine frame established in the USMAC
Milestones. Quantified savings to the Government for these two efforts have been
documented separately as $4.4 million and $1.02 million. This productivity im-
provement project resulted in a Presidential Management Improvement
Certificate.

E. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

ADP Systems Management and Operations acquired an Optical Character
Reader for use as a data conversion dévice on the closely controlled high volume
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Home Mortgage Insurance Application System. This operation involving ap-
proximately three million transactions annually required the egquivalent of 22
manyears of effort to convert handwritten source documents having fiscal im-
plications to computer readable media. The equipment is handling the same
workload at a 3 manyear rate annually, equivalent to an estimated FY 1973
savings of $72,500. :

: F. DEPARTMENT OF THE INTERIOR

1. The Geological Survey, Topographic Division, each year maps over 100,000
square miles. Since 1967 the Division has steadily reduced its personnel while
maintaining a relatively constant output. The result is that the number of square
miles mapped per manyear has risen from 67 in 1967 to 85 in 1972—an annual
gain of better than five percent. The reasons for this improvement are:

Twenty-year-old plotting instruments were replaced by new and more
versatile equipment which is more accurate and productive since it permits
the use of superwide-angle cameras.

Improved stereo-projection equipment was developed as a result of the
Division’s own research program.

A nationwide system of computers was installed to service the four map-
ping’ centers in performing intricate computations needed for precision
mapping, as well as to substitute computer plotting for manual plotting.

Visual aids were developed to assist individual workers and to prevent
deterioration in their eyesight, thus prolonging their years of high produc-
tivity.

2. The Bureau of Reclamation implemented an automated drawing index ref-
erence listing as part of the Engineering Drawing Microfilm Program for better
management of the 500,000 drawings on file and the additions of 10,000 per year.
Improved service to a large engineering force and a lower operating cost for
reference service has been acheived. More efficient record control, selective de-
centralized distribution of printout listings, rapid assimilation of new data, and
manipulation of voluminous drawing records to accommodate user needs are
beign achieved through ADP. Recurring annual savings are estimated at $10,000.

" 8. The Bureau of Reclamation obtained and placed into operation an 11’ x 17’/
x-y plotter capable of on-line operation with a teletype terminal. This permits
graphical plots to be made rapidly with digital data. The reduced manual effort
required has permitted several other plots to be made at an estimated recurring
saving of over $6,000 per year.

G. DEPARTMENT OF JUSTICE

Sandardization of inmate folders—Uniform procedures for all inmate file
folders for case records eliminated reconstruction of folders on transfers of in-
mates. Resulted in FY 1972 savings of $15,000, with estimated FY 1973 and 1974
savings of $16,000 and $17,000 respectively.

H. DEPARTMENT OF THE TREASURY

1. Bureau of Engraving and Printing (BEP) increased its output of currency,
stamps, and other instruments by better than 509, since 1967—achieving volumes
of 3 billion items of currency and 26 billion stamps. To support this expansion, it
has had to increase manpower by less than 25%, thus achieving an annual pro-
ductivity growth exceeding five percent a year. This represents a savings of 1,000
employees. The most significant increase has been in currency production; for-
mer wet-printing process equipment which turned sheets of 18 subjects has been
replaced by a faster dry-process printing which produces sheets of 32 subjects.
2. Comptroller of the Currency—Through refinements in procedures and train-
ing of personnel, National Bank assets examined per manyear increased from an
average of $320 million in 1970 to $333 million in 1971.

3. Bureau of Customs—Another good management example is the Treasury’s
Bureau of Customs which has experienced a doubling in foreign mail parcels
processed since 1967. The Bureau has been able to assimilate this increase with
an addition of only 44 percent in staffing by having better management systems
and by offering its employees opportunities to develop specialties in this fune-
tion. As a result, productivity has improved by 34 percent since 1967 and employ-
ees have been afforded new career opportunities.
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I. FEDERAL HOME LOAN BANK BOARD

"Totally overhauléed procedures and concepts for processing various types of
applications received by the Federal Home Loan Bank ‘Board. Scrapped old
methods, devised and documented new procedures and application forms which
accommodated a 459 increase in applications workload while decreasing.proc-
.essing time by 65%. Manpower economies, decentralization, ‘and work simplifica-
tion resuited in estimated savings of $1. 079 million for the Federal Government
and many millions of dollars within the savings and loan-industry. The produc-
tivity management prOJect resulted in a Presulentlal ’\Ianagement Improvement
Award.

J. GENERAL SERVICES ADLIINIST}%A?ION

o1, GSA is pr'oviding the leadership for an interagency effort to estabilsh cen-
tral support seryices in each of the 10 standard Federal regions. The initial step
in this direction was taken in 1971 when a pilot prOJect was estabhshed in
Seattle, Washington, region to prov1de centrahzed prmtxng ‘and duplicating; mail
and messenger, procurement, receiving and shipping ofﬁce supplies, hbrary'and

"labormg -services to agericies of HEW, DOL, HUD, -OEO; and DOT.. FY . 1972

-savings$ approx1mated $68,000. This concept wﬂl be extended to thé remaining
nine Federal regions. This productivity improvement project resulted in a Pre51-

entlal Management Improyement Award. .

‘2 A contmumg progect to consolidate multl-shlpments to the same cons1gnee
= pomt ‘resulted in 4 savings of $118,000'in FY 1972, 'This savings -was' achieved
:dunng -a;limited. project test.Full -ihplementation of: this project should result

in a total cumulative savings of $1,000,000 by the end of FY 1974. !

3. Savings of $263,000 were effected in FY 1972 in the area of GSA commumca-
_tions by telephonlng Government telegrams ui heu of usmg commermal telegraph
A-Systems [PPSR P L

4, Phasmv out of the Los Angeles .Supply Fac;lhty and ,consohdatlon of opera-

tions in the Stockton Supply Facility resulted in a net réduction of $566,000 in

FY 1973 and FY 1974.

K. NASA

1. Curve reading, calibrating, tabulating and plotting were being done manually
at the Office of Aeronautics and Space Technology’s Lewis Research Center. A
semi-automatic digitizer was connected to an electronic programmable desk cal-
culator, an electric typewriter and an automatic plotter which now performs
these functions automatically at a savings of $47,464 annually.

2. Marshell Space Flight Center—An available ADP system, consisting of a
calculator with an extended memory, programmer and x-y plotter, has replaced
the manual effort designed to transpose all technical data obtained into graphic
forms (operating curves) to reflect results of the Solar Array Illumination Test.
Manhours were reduced approximately 95 percent with a net savings of $15,800.

3. Ofice of Tracking and Data Acquisition—OGO spacecraft were controlled
from one operational control center on a full-time basis. After a review of actual
support requirements, it was determined that support could be reduced and the
control of OGO spacecraft shifted to a multi-satellite operations control center,
a facility designed to support several different spacecraft. The action resulted in
a savings of 21 contractor manyears and approximately $300,000.

L. DEPARTMENT OF MEALTH, EDUCATION, AND WELFARE

One of the most dramatic cases is the Social Security Administration which
services 30 million retirement survivors and disability beneficiaries and provides
health insurance protection for 20 million individuals. SSA has measured its
productivity since the mid-1950’s. For example, in Fiscal Year 1973, SSA re-
quired 61,777 manyears to service its beneficiaries. At productivity levels prevail-
ing 10 years earlier, SSA would have required 31,919 additional manyears to
perform this work. These gains are attributed to: (1) Automation; (2) Systems
improvement, including assisting beneficiaries by telephone rather than requiring
office visitations; (3) Statistical analysis to eliminate or short cut reviews of
plans which have minimum errors; and (4) Use of new techniques to measure
and foster improved service to beneﬁcmrles

29-906—74——6
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Chairman Proxmire. Gentlemen, all of you, Mr. Rosen, Mr. Ink,
Mr. Staats, Mr. Morris, you have done a great job this morning, very
useful. It is not the kind of thing that is likely to have the TV cameras
here or get a great deal of attention, but I think it is something that is
so constructive and positive, and I think it can save literally billions
of dollars over the next few years. And I think you have done a lot
of fine work, and as I am sure you would be the first to say, it is a
beginning, but I think it is an excellent beginning.

Thank you very much. :

Mr. Staars. It is not as spectacular and newsworthy as other sub-
jects, but it is more important than other things that are spectacular
and newsworthy at a given point of time.

Chairman Proxmire. That is right. : ,

Mr. Staats. And hopefully we are building a system which in the
long period of time will have important results for efficient Govern-
ment. ’ : , .

Chairman Proxmire. Mr. Hamilton, from New York City, has done
fine work for the Lindsay administration, was to have been here this
morning, but he was a casualty of the snowstorm. Tomorrow we wil
hear from John Dunlop. ) :

The subcomittee will stand recessed. - :

[Whereupon, at 1 p.m., the subcommittee recessed, to reconvene at
11:30 a.m., Tuesday, December 18,1973.] :



FEDERAL PRODUCTIVITY

TUESDAY, DECEMBER 18, 1973

Congress oF THE UNITED STATES,
" SUBCOMMITTEE ON PRIORITIES AND
‘EcoNoMmy IN GOVERNMENT OF THE
Joint Economic CoMMITTEE,
Washington, D.C. -
The subcommittee met, pursuant to recess, at 11:35 a.m., in room
1202, the Capitol, Hon. William Proxmire (chairman of the subcom-
mittee) presiding. = - ' ‘
Present : Senators Proxmire and Schweiker. = . R
Also Present: Loughlin F. McHugh, senior economist; George D.
Krumbhaar, Jr., and Walter B. Laessig, minority counsel; and
‘Michael J. Runde, administrative assistant. ' o

OrPENING STATEMENT OF CHAIRMAN PROXMIRE -

Chairman Proxmire. Welcome, Mr. Dunlop, to our renewed hear-
1ings on how to improve productivity. Yesterday we heard from the
Comptroller General, Elmer Staats and members of the executive
branch, who are responsible for the major development. of measures
and analysis of productivity in the Federal Government.

- "Obviously, as chief executive of the National Commission on Pro-
ductivity you have great interest in the development of not only im-

roved measures and analysis of Government productivity, but also
m seeing that whatever steps are needed will be taken to improve the
economic performance of the private economy as well.

Your interest in these matters is undoubtedly reinforced by the re-
quirements of your position as chief regulator of the wage-price-profit
control system to contain the inflationary pressures now beleaguring
our country.

I hope we shall have an opportunity to go into all these matters
today, because I known you will agree, they are all closely interrelated.

I believe it is vitally important that we have an agency in-the Fed-
eral Government which devotes its full time and effort to the problems
involved in improving productivity at all levels. This is why I strongly
support the continuation of the Productivity Commission.

I am not entirely happy with the results of the efforts of the Com-
mission to date, as you are well aware. Part of this problem may be
that Congress has not adequately funded the Commaission. But I do

(73)
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not believe the blame can be fully ascribed to Congress. For most of
the early part of its existence, the Commission was, I believe, mori-
bund. In my view it was not adequately staffed. And I think that state-
ment is almost the understatement of the year.

Indeed I am not convinced it is adequately staffed today. And the
administration must be faulted for its failure to press for more ade-
quate professional support for the Commission’s work. I am not fault-
ing the present staff’s work. But.I do-believe that there is an almost
total lack of professional staffing in the area of economic and statisti-
cal expertise. L :

I hope you will tell me I am wrong in this evaluation.

Much of our discussion yesterday revolved around the specific sub-
ject of Government productivity—and more ‘particularly Federal
Government: productivity.” I hope in’our. discussion today we can
broaden the subject—more particularly what the Federal Government
is.deing to improve productivity at the State and local levels and pro-
«uctivity in private enterprise. . . . R
.. A might say that because the Federal Govérnment.is by far the big-
gest employer and the biggest enterprise, the productivity of this Fed-
eral Government of ours is just-quintessential. 4 think with your great
distinction -as’an econemist you are well aware that:the one way.we
ican make:progress:in this society of ours, that is, to.hold.down prices
and increase 1ncome, is to improve productivity. There just isn’t any
other way. And we simply must focus effective attention on it. :

As T say, the Federal Government is the largest-conglomerate in the
world, as Elmer Staats pointed out yesterday. It can do more than any
-other enterprise to support adequate research and development-which
is-°s0 central-to the issue .of improved productivity. Are we funding
enough resedréh and .development? Are-the funds being adequately
:applied ? In all'of the aid that we are now supplying to State and local
governments—much -of which is meant to-be for ‘State and local re-
search:aid——are we not misapplying ‘our -efforts, -such as :for :police
‘hardwarewather than research-in causes of.crime? - - 7% REERE ’
:'These are some of the issues T-would like to discuiss today. - -

. Will iyou push for inclusion of-a productivity facter in the:mnational
accounts for governmént workers? As-you khow, they now treat gov-

i P = fae ., 7
ernmert workers as people with zero productivity gain. =7 7.
* We were told yesterday:that the:GAQ survey! of Federal workers
‘has'a‘much largercoverage than'that which is:ndwused for'the private
economy. . . ) T
T ‘think they said.that the ‘coverage Wwas'60 percent for the Federal
workers, that théy have:productivity measures:on; compared to some-
thing like ‘12 pereent in:the private sector.: And yet we -don’t include
ithat productivity élement from'the public-sector-in the eomputations.
~Thank you very much for coming. T'know it is inconveniént for-youn
to come today: And T very much:appreciate your rearranging your
.schedule so that youcould dodt. - ..o v ..~ ool re o
~ . Goright dhead;sir.. ~ ~ -3 0 LT
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STATEMENT OF HON: JOHN T. DUNLOP, CHAIRMAN, NATIONAL
COMMISSION ON PRODUCTIVITY, ACCOMPANIED BY JOHN
 STEWART, EXECUTIVE DIRECTOR, AND JOHN MORRISSEY,
ASSISTANT TO THE EXECUTIVE DIRECTOR

Mr. Doxrop. Thank you, Mr. Chairman. L :

I have with me today the Director of the Producti'vitﬂ Commission
whom you know, Mr. Stewart, who is sitting on my right.

. I thought, Mr. Chairman, that rather than read this prepared
statement, which was prepared by my associates with my comments,,
I would simply file the prepared statement and make a few summary
remarks and then make myself available to you for whatever questions
you have.

Chairman Proxmire. And the prepared statement will be printed in
full in the record.

Mzr. Du~rop. Thank you, sir.

.Let me take just a few minutes to summarize a couple of points of
major importance. .
First of all, I would like to take this occasion to congratulate you,
Mr. Chairman, on your leadership role over the years in focusing on
the acute need to impose more stringent, limits and priorities on
Federal expenditures—a role which surely will be viewed as amon
the most important of our day moving toward a more rationa

allocation of public resources and productivity improvement.

I am also aware of the important role which Elmer Staats has
played in this area. He happens to be a professional friend of mine
and -has been for many years, and T welcome his leadership.

You are no doubt aware that some.of the work that his organization
has done on productivity measures has been funded by the Productivity
Commission. :

Next, T am sure that you would agree that productivity is a very
large concept which is influenced, if you like, by a wide range. of
developments. It is very hard to isolate the independent effects of any
one factor on productivity. And yet we would all agree, I believe,
that long run changes in productivity are central to our economic
welfare, and that those changes take place relatively slowly.

T will not take the time to go into detail, but- want to recognize at
once that, when changes are made in organizations, there are costs
associated with those changes, and displacement of people. And I
want, of course, to be associated with the view that oftentimes it may
be necessary to provide protection to people who are displaced or
otherwise disadvantaged by change in order to stimulate such change.

On the other hand, these protections should not be allowed to become
so large or rigid that they interfere with the adjustment processes.

Now, I am delighted to start this discussion by recognizing the
critical role of Government both in measurement of produectivity, and
its role in the private economy, which as your opening statement in-

“dicated, has often not been recognized. We have 2.6 million employees
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at present in the Federal Government, and 10 million employees in
State and local government. The Productivity Commission in the last
year has focused:-a good deal of attention upon stimulating measure-
ment in government and starting pilot projects in local and State,
‘police protection, law enforcement, garbage collection, and the like.

Now, the prepared statement that is submitted, Mr. Chairman, has
four main sections which I am just going to mention, and say no more.

The first deals with the productivity improvement initiative in the
Federal Government.

The second deals with the Federal Government’s impact on
productivity in the private sector.

The third deals with productivity in State and local government,
to which T just alluded. _

.And the final section deals with the work of the Productivity

Commission itself, which was established originally by executive order,
and more recently by legislation. And at the end of my statement 1
will say a word about that as it stands today.
- If you were to ask the question, “What is the range of products
and interests of the Productivity Commission and its staff in the year
1973-74,” 1 would briefly read a listing of these, for they do, I think,
truly summarize the projects that we have in mind. I have a more
detailed summary which you may have seen before and which I would
be glad to provide. These projects include work in food, in health, in
trade and transportation, State and local government, education, labor
management committees, the quality of work committees, and their
impact on productivity, work on attitudes toward productivity, the
role of capital investment in productivity, public information, and
finally, the very decisive area of measurement of productivity in a
number of areas, including construction, where measures, like in the
Government, have been particularly inadequate in the past.

Now, Mr. Chairman, you have been provided with a list of present
programs for 1973-74.

I would like to take this oceasion, Mr. Chairman, to say to you—
since I know of your previous support for the Commission on Produc-
tivity, but recognizing that its work could be improved—I would like
to say that unless some miracle happens in the House of Representa-
tives this week, the Productivity Commission, in terms of its legisla-
tive authorization or its budget, will have passed away. The House of
Representatives has not enacted either the authorization legislation, or
the appropriations.

. So the work of the Commission, in a formal sense, may be nearing its
end. And I think it is important for me to say that, in discussing ques-
tions about the work of the Commission.

I think it is fair also to say that a fair amount of time, energy, and
effort on a great many people’s part have been devoted over the last 3
or 4 months to rectify this situation; but thus far to no avail.

* Now, in drawing those preliminary remarks, Mr. Chairman, to a
conclusion. I would like to underscore these points: First, T do think .
that it is important to have an organization in the Government, the
sole purpose of which is to insure concern over productivity, and to
stimulate actions on the part of the Federal Government to develop
systems of measurement of productivity, to encourage pilot programs
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and demonstration projects, to weigh the results of those projects, and
to seek to have them incorporated in the regular ongoing activities of
the Federal Government and State and local governments, as well as to
work with labor and management representatives throughout the pri-
vite sector. And it seems to me that such a continuing organization,
reorganized, perhaps, with a clear mission, is an essential part of an
economic program and the longer run economic policies in this
country. .

~ And finally, I should say that in the stabilization program we refer
to the work of the Commission, such as in the food industry where we
have sought to draw from the work done by the Productivity

Commission.

In our handling of labor costs under the control program we have
offset changes in those costs by a productivity factor developed by the
‘Bureau of Labor Statistics. An organization to work in this area seems
to me to be an indispensable part in not only the Government’s own
activity, State, local, and Federal, but also in the Government’s rela-
tionship with the private sector. I think I should stop, Mr. Chairman,
and respond to such questions as you may have.

[The prepared statement of Mr. Dunlop follows:]

PREPARED - STATEMENT oF Hox. Joun 1. Duxror

PRODUCTIVITY IN GOVERNMENT

Mr. Chairman, I am pleased to have this opportunity to testify today on an
issue of continuing importance, namely, the productivity of government at all
levels. - - :

You are to be congratulated, Mr. Chairman; for your leadership in focusing on
the acute need to impose a far more stringent sense of.limit and priorities on
Federal expenditures which surely will be viewed as among-the most important
forces of our day moving toward a more rational -allocation of public resources
and toward productivity improvement. .

Improving- productivity is like dealing with many other complex problems.
These are many people taking many useful individual actions, but in total, these
acts do not meet the national needs. Until we center the responsibility the most-
effective results are not achieved and the advantage is not attained through peo-
ple working together. There is need not only to push ahead with separate individ--
ual actions such as the measurement of productivity within governmental agencies,
but also we need a core group which is responsible for translating the meaning of
those measures into action programs for the actual improvement of productivity.

Achieving this improvement requires the cooperation of government at all
levels and frequently the cooperation of labor, management and public. Only with
this sort of cooperation will we be able to counteract the often unintentional
rigidities of many of our governmental systems—rigidities that inevitably are
built into many sectors over the years.

It seems to me that we ought not to need a crisis such as food price explosion,
the energy crisis (of this year) or the continuing high costs of local and state
government operations to create changes in government rules and regulations.
We need a continning group to work at these supply and productivity questions.

Now we will not obtain the cooperation from these many institutions if we do
not provide for the people who are dislocated—who either lose their jobs or must
learn new -skills. There is much to be improved in the way that we as a-nation.
confront this difficult problem, a problem that is intense for the workers affected
by productivity change.

Productivity in government is an issue to which the National Commission on
Productivity has devoted the major part of its time, staff effort and resources in
the past year and a half because:

Government represents a large segment of the total economy,-accounting
for 21.6 per cent of total GNP and occupying one of every six American
workers ;
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Government is one of the fastest growing sectors of the economy, where
we add 450,000 employees at the state and local level each year—a number
almost as big as the entire steel industry (615,000 total workforce) and half
as big as the auto industry (954,800 total workforce) ;

Government productivity growth has been largely an unknown quantity as
a consequence of inadequate measurement tools, a problem that afflicts
much of the service sector of which government is a part ;

The tax burden, or “cost,” of government is often said to be approaching
some vaguely-defined limit of public tolerance, as evidence by instances
of growing taxpayer resistance, whereas the demand for new and expanded
government services continues to grow, placing government, particularly
at the state and local levels, in a fiscal vise;

The “quality” of many government and quasi-government services is

widely perceived to be declining, despite rising taxes and fees ; and

There is growing evidence that the inadequate “quality” of government
performance of certain regulatory functions—if quality is judged by eco-
nomic impact—is acting as a drag on .

Productivity growth in certain sectors of the private economy (railroads,
and food processing, for example).

The Productivity COmmISSIOH, with the unusually broad cross- -section of the
nation’s major economic interest groups represented by its membership, in a
short time (a year and a half since Congress gave it start-up money), and a
small staff (20), has identified many changes that could be made to improve
productivity in governiment. And the Commission, in my view, has also con-
tributed to the new dialogue and new spirit of cooperation between top labor
and management in this country on'the question of productivity improvement.
The studies its task forces have made in sectors of the economy where ingging
productivity has been particularly troublesome, such as in the food industry,
railroads, health services and the public sector, are having—and have had—
an impact on the évolution of government policies for dealing with these prob-
lem areas. In short, the Commission has performed a valuable function and
has made a contribution toward tackling a problem that basxcally is as broad
and as complex as the U.S. economy itself.

The point is, however, that the Productivity Commission is only a temporary
organization. There is an opportunity for the Federal government systematically
to organize itself to improve its own productivity and to leverage its spending
so as to have a maximum positive effect on productivity in the private economy
as well as to assist systematically local and state governments to do the same.

I might add parenthetically Mr. Chairman, that the Productivity Commission
is even more temporary than my remarks suggest. Although the Commission
has achieved a number of very useful results, the Congress so far has not seen
its way clear to provide, authorization and funding for this year. The strong
support that the Commission is receiving from labor, management, and local
governments should, it seems to me, be adequate testimony to its usefulness. I
would urge this body to do what it could to continue the life of this Commission.

Japan, which has led the world in productivity growth for a decade, has an
organization, jointly sponsored by industry and government, to concentrate on
productivity improvement. Permanent national produectivity organizations have
existed for some time in many European nations. Of the 15 national organiza-
tions represented in the European Association of National Productivity Centers,
11 were in operation prior to 1955. Ironicall¥, many were established at our
behest during the period of the Marshall Plan.

PRODUCTIVITY IMPROVEMENT INITTATIVES IN THE FEDERAL GOVERNMENT

To return to the theme of my opening remarks, there are numerous examples
of truly commendable productivity improvements in the Federal government—
such as in the Bureau of Printing and Engraving and the Social Security
Administration—some of which vou heard about yesterday but these, although
large, are isolated cases. The GAO/OMB/CSC program is the only Federal
effort under way aimed at coming to grips with produectivity improvement on a
government-wide basis. Those who have directed this effort are to be
congratulated. ]

The Productivity Commission has supplied substantial funding for this pro-
gram as you know. Roughly half a million dollars has been spent on the program
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to date, the Commission has. provided $80,000 in fiscal year 1973 and plans to
provide $100,000 in fiscal year 1974. The Commission is funding continuing
efforts by the GAO/OMB/CSC Joint Study Group to extend coverage and uses
of productivity indices, to improve their quality and to develop surrogate meas-
ures for functions not covered by productivity indices. The Joint Study Group
has algo initiated with Commission support, cooperative studies with State and
local governments in Florida and Tennessee in the measurement and enhance-
ment of productivity, building on the findings of the Federal study, in response
to a resolution endorsed by the Commission at its meeting on September 29,
1972, urging such an effort.

But there is yet to exist a concerted effort to initiate productivity improve-
ment in the Federal Government on a department-wide basis as a follow-on to
the measurement program. There is no single on-going productivity program in
the Government which is serving as a model for other agencies. No planning
staffs have been assembled to work on productivity.

FEDERAL GOVERNMENT IMPACT OF PRODUCTIVITY IN THE PRIVATE SECTOR

Attention to the Federal Government’s impact on productivity in the private
sector also needs examination. A survey by the Commission staff last year, for
example, showed that 177 Federal programs have a direct impact on productivity
in the private sector, but that these programs bore little relationship to the size
of the sector as a percentage of GNP or to its history of productivity growth.

These Federal programs moreover, affecting productivity are largely oriented
toward technology development (63 percent of Federal productivity expendi-
tures) when the more immediate productivity “problem” is the application of
existing technology. Indirect effects of Federal programs are also misfocused

_from a productivity standpoint.

For example, the Medicare and Medicaid reimbursement mechanism—through
which some $15-to-$20 billion annually is funneled to hospitals and physicians—
often operates to impede productivity improvement in health care delivery, since
payments are based on actual costs. Productivity improvement, because it could
lead to reduced costs per patient would mean a lower reimbursement. The mech-
anism operates as a disincentive to productivity improvement in a sector of
the economy where inflation has been serious. : ’

“productivity in the Food Industry,” a survey completed by the Commission
last year, showed that productivity in that industry is impeded by unnecessary
administrative and other costs that result from the more than 2,000 separate
Federal regulations applicable to food, many of which are repeated with varia-
tions by state and local jurisdictions and many of which confiict with each other.

The survey also disclosed, for example, that as must as a two per cent rednc-
tion in dairy product prices could be gained by elimination of redundant state
and local government inspections of milk.

The duplication and conflicts among local, state and Federal sanitation in-
spection requirements for many commodities have a definite price impact by im-
peding commerce between a state or region where a given product can be produced
at a comparative cost advantage and areas where. the product costs more to
produce. They may limit exploitation of economies of scale by demanding a
variety of different processing and handling procedures. .

No sector of our economy, however, has suffered more as a direct result of the
impediments of government regulations than transportation, particularly the
railroads.

A report prepared for the Productivity Commission and the Council of Eco-
nomic Advisers by the Task Force on Railroad Productivity and submitted to us
last month estimates that waste—in the form of inefficient and idle transporta-
tion resources of all kinds—as a result of regulatory policies presently costs
shippers and consumers in the range of $4-t0-$10 billion per year. .

Regulations resulting in rates that have prevented the allocation among dif-
ferent modes of transportation on the basis of speed, damage experience and other
characteristics have kept railroads from exploiting the considerable cost advan-
tage they enjoy for long-haul movement of manufactured goods.

Wasted capacity in trucking has also results. By prohibiting rates that would
merely compensate truckers for the incremental costs of filling otherwise empty
bhackhanls, our highways are cluttered with empty trucks resulting in an im-
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measurable amount of waste in fuel and highway wear, totally aside from
wasted truck capacity.

The task force report asserts: “Today, both trucking and railroading may be
characterized as industries operating at about 50 per cent capacity relative to
the generally accepted meaning of capacity in manufacturing industry.” The
total costs to society are unacceptably high,

The cost of excess capacity in the rail industry has been estimated to be
between $2.4 billion and $3.8 billion per year as of 1969, according to studies
cited by the railroad task force. ) .

The cost of unused capacity in trucking is estimated to be $1.4 to $1.9
billion per year.

The excess costs of long-haul freight movements (over 200 miles) by truck
rather than by rail, which would be more economical, have been estimated to
run anywhere from $500 million to $2.8 billion per year.

The best single ‘““guess” of the report as to the total cost of regulations is $5.6
billion, with estimates ranging—as I said—between $4 billion and $10 billion.

It would be useful to note at this point that the principal authors of the task
force report, John R. Mever and Alexander L. Morton, both of Harvard Uni-
versity and the National Bureau of Economic Research, have estimated that the
excess fuel consumption that occurs as a result of the misallocation of traffic
as between trucks and railroads on long haul freight movements by itself totals
betieen 110,000 and 125,000 barrels per day.

The inefficiencies of our transportation system have an inestimahble impact on
productivity in all other sectors of the economy. The Productivity Commission’s
survey of the food industry, for example, estimated that some $6 billion is spent
annually for transportation to move food products to market. Poor transportation
was cited as one of the fundamental factors contributing to high food costs.

The food task force report declared: “The productivity impaet of poor trans-
portation is pervasive in the industry. -

Its impact is far greater than is indicated simply by rising costs of transporta-
tion or the frustration of unreliable scheduling. Fresh produce must be put into
refrigerated cars within a few hours after it is picked, or it will spoil. Thus,
failure to deliver a special food car to the loading point at the time it is promised
can result in heavy financial losses. The grower, the processor and the retailer
must all incur extra costs when they cannot schedule the timely delivery of
food cars or when the cars they receive have been poorly maintained. More labor
and equipment must be used. Inventory costs are higher. Loading and unloading
operations are protracted. Higher losses due to damaged food, food of lower
quality and shorter shelf life are all results of unreliable transportation.”

The task force stated that it takes longer to move certain food commodities
by rail today from the west coast to New York City than it did 20 years ago—
even though rail rates for fruits and vegetables, for example, have increased
more than 33 percent since 1967. While food shippers report there are not
enough insulated boxcars and mecltanical refrigerator cars to serve their needs,
much raijl equipment stands idle with the average rail car moving only 12 per-
cent of the time and moving with a load only 7 percent of the time.

Clearly, it would be wrong to blame all of the ills of our transportation system
on government regulatory policies. As Meyer and Morton have pointed out in a
forthcoming article, “the most fundamental reasons for the railroads’ decline
have to do with basic economic technological trends.” But they add:

“Exacerbating all these trends, by preventing necessary adaptations that

- would normally be expected in a market economy, has been the rigidity, or
even plain misdirection, of government regulation. The fundamental railroad
problem, in fact, has been to adapt to adversity in a highly constrained, reg-
ulated environment.” .

Regulatory agencies in many sectors obviously perform a variety of indis-
pensable functions. But when we look at national productivity, we must be
ahsolutely clear in understanding that there is a price to be paid for the protec-
tions afforded by regulatory agencies. Surely, when it becomes clear that the
cost to the economy of this “service” is becoming excessive or that the protec-
tion is no longer needed, it behooves us to consider modifying the regulations
and minimizing the cost.
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" PRODUCTIVITY IN STATE AND LOCAL GOVERNMENT

Just as the Federal Government has impact and leverage on productivity in
the private economy, so the Federal Government has significant influence over
productivity in-governments at the state and local levels. This leverage can be
better used. - L . . . )

Neither the Executive Branch nor the Congress has stressed productivity in’
Federal programs with an impact on state and local governments that accounted
for some $94 million in fiscal year 1973 expenditures: '

The Law Enforcement Assistance Administration dispenses technology-
oriented grants without any productivity assessment requirements attached
to them. .

The Environmental Protection Agency no longer has its program to
improve solid waste management at the local level because it was viewed as
beyond EPA’s mandate.

The Office of Education has -yet to determine how to address productivity
issues in education, despite the capdcity to do so through the grants
mechanism, . )

The Department of Transportation has not yet developed productivity
measures for mass transit. .

The Emergzency Employment Act made local government fthe employer of
last resort without regard for the efficient delivery of services.

The stakes involved in improving productivity in government at the state and
local levels are substantial. It is the growth in employment at the state and
local level that accounts for the rapid increase in the size of the public sector.
Federal employment has remained relatively stable. The Bureaun of Lahor Stat-
istics estimates that state and local government employment, as a percentage
of total workforce, will grow from the present 10.4 percent to 18.5 percent by
1980, whereas Federal employment will go from its present 2.0 percent to 2.2
percent in that period. State and local employment, the BLS estimates, is increas-
ing each year by 450,000 as I mentioned. before. Comparison with the total
employment in the steel industry of 615,000, in the auto industry of 954,800 and
in the banking industry of 1,167,000 provides some idea of . the magnitude of
the state and local sector’s growth.

Fxpenditures by municipal governments on the primary functions of public
welfare. health and hospital, debt management, police, education, sanitation,
parks, fire and highways rose by over 60 percent between 1967 and 1971 from
$24.4 billion to $39.1 billion, according to statistics gathered by the International
City Management Association (YCMA) and the Census Bureau.

Yet productivity at the state and local level is an almost wholly unknown
quantity. At the Federal level, at least, the GAO/OMB/CSC project has made
major inroads on the measurement problem. But preliminary data developed
for the Productivity Commission by the Urban Institute and the ICMA indicate
that some cities outperform others of comparable size in certain services by as
much as 1,000 percent. Their report to the Commission concluded,: :

“If the performance of all localities could be raised closer to the level of
the top performers, the implications for service improvements and cost
savings nationwide would be staggering.”

A« an illustration of the variations in service that occur, one city surveyed
in the Urban Institute-ICMA study collected solid waste in 1971 at the rate of
908 tons per man, or 88 tons per $1,000 expended. But a city of approximately the
same size just 30 miles away collected only 334 tons per man, or 35 tons per
$1.000 expended.

One metropolitan area with 13 different local governments showed wide varia-
tions in solid waste service costs. In one community, householders pay $2.66 a
month for three-tifmes-a-week backdoor collection. In an adjoining community
with similar dwellings, residents pay $3.76 per month for hackdoor collection once
a week. In a third locality, again with similar dwellings, the cost for twice weekly
collection at the backdoor is $5.45. In short, some people get the same service as
- cthers for appreciably less money. Others get better service for the same amount
or even less than householders in neighboring communities.

It has been estimated by the Productivity Commission’s Advisory Group on
Solid Waste Management that, for the United States as a whole, annual savings
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could exceed $200 million a year. They also felt that virtually every community
in the country can improve productivity in solid waste collection. Savings of
15 to 20 percent annually are being achieved in communities that have turned
to up-to-date equipment and methods.

Similar variations occur in the law enforcement area, which the Productivity
Commission is also studying. Expenditures on law enforcement, it was found,
may vary by a factor of four and more for cities of similar crime rate and size.
One city with 3.700 index crimes per 100,000 population spent less than $10
per capita for police in fiscal year 1970, while another with a similar crime rate
and size spent $42. However, it must be said, that measuring law enforcement
productivity is extraordinarily complex because of weaknesses in the basic
data on crime and police outputs and because of the difficulty of measuring the
effect of police activity as a deterrent to crime.

In the area of productivity at the state and local government level, the Pro-
ductivity Commission, in addition to it Wingspread Conference, assembled solirl
waste management and law enforcement advisory groups made up of respected
practitioners and experts in each field and each have developed productivity
measures, identified best practices and suggested ways of getting them used.

The law enforcement advisory group reported that some police departments
have been making significant attempts to improve service through increased pro-
fessionalization, training and technology but that too often the normal response
to demands for'more and better crime prevention has been to add more men or
hardware rather than to attempt productivity improvement. One round-the-clock
walking beat or post means adding five patrolmen at a cost of approximately
$80.000 a year. One patrol car with two officers 24 hours a day costs at least
$175,000 a year. Law enforcement expenditures at all levels of government, at
last count. (1971) already accounted for some $6.1 billion in public expenditures
and occupied more than half a million employees.

Yet, the advisory group found that in some police departments, patrolmen
spend as little as six per cent of their time on crime-related activities and the
group's report declared that productivity can be improved in the patrol force
simply by reducing their court appearance and clerical time and by changing the
deployment of the force to match high crime time and areas.

It was found, for example, that in New York City 678 police officers appear in
court every day. Over a year’s time this accounts for some $13.560.000 in expendi-
tures. On a given day, there are more policemen in court than there are on all
the streets of the Bronx. Yet, an analysis of 169,000 court proceedings, showed
that the officer was probably not needed in court in 45 per cent of those cases,
as Mr. Edward Hamilton, Deputy Mayor of New York no doubt indicated to
you.

Clearly, productivity improvement could slow the projected increase in em-
ployment at the state and local level or it could result in additional services.
The BLS has predicted that, without productivity improvement, annual com-
pensation to state and local employees will increase from the present $85.1 hil-
lion to $127.1°'billion by 1983. A one-percent increase in productivity annually
would reduce the 1985 projection to $111.7 billion. .

Yet, although some notably successful productivity improvement program have
been initinted—the Wisconsin and New York City programs heing among the
best known—fewer than one percent of the 78,269 local political jurisdictions are
involved in significant productivity improvements efforts.

Why are these efforts not more widespread? The Productivity Commission
convened a conference at Wingspread in Racine, Wisconsin last summer with
some 50 top state and local government officials to find out and, in summary, they
gave the following reasons:

The incentive structure for elected officials and managers discourages
productivity improvement.

The know-how for measuring and improving productivity is not easily
developed or transferred. .

The analytical canability is lacking.

Flected officials are almost always too deeply occupied with current problems
and crises to do long-range planning. The realities of political survival emphasize
short-run results even if the actions taken to achieve those results are counter-
productivity in the long run. :

The incentive structure for appointive officials. moreover, is equally adverse to
productivity improvement. The lack of comparative performance data encour-



ages maintenance of the status quo. Basing salary and status on thg, size of t};e
budget .and .number of people managed encourages exaggerated increases in
staff and budgets. The lack of rewards for innovative achievements discourages
.experimentation. The high penalty for failure to meet emergencies encourages
the hoarding of resources and high contingency budgets. And the continued ,}"eh-
ance on the line-item budget results in high accountability for inputs and littie
accountability for outputs. o

Productivity know-how is not easily developed or transferred, we learned at
Wingspread, because the benefits of internal development of new techniques do
not acerue to incumbent officials who, on average, have short tenures. As a con-
sequence, there is a general lack of experience with successful innovation. Out-
side technological innovation for the state and local government “market” has
been slow in developing because the science community is still new to state.and
local problems and manufacturers shy away from the market uncertainties in-
. volved. Innovations that have oecurred are poorly transmitted and poorly re-
ceived. Demonstration projects have tended to demonstrate little more than the
ability to select successful sites rather than how to apply useful technology. And
_there is a resistance to “not-invented-here” technologies. Finally, there has -been

“a resistance to committing the money and making the search for talent re-
quired to develop the analytical capability needed to improve productivity at the
state and local level. . - . L ’ L.

The disincentives for productivity improvement are being eroded away, how-
ever, by new political pressures. Many officials at Wingspread. saw- the growing
public concern about getting its money’s worth out of government as a political
issue’ of rapidly increasing importance. One Wisconsin State official asserted

.that: | . . . o : . N
“The factors which make productivity improvement a matter of vital
concern in this state last year will make it the most pressing menagement
issue for all levels of government in the 1970” :
A mayor added : e .-
“productivity has got to be on the front burner of public discussion—more

“importantly, -on the front burner of - political discussion and political

campaigns. I would hope the day of the critic has passed. ; . . That ought

“to be true for any candidate for mayor, any; candidate ;for governor, any

candidate for chief.executive of any office, indeed, any candidate for the:
United States Congress. : I

THE WORK OF THE PBODUCTI_Vi’fY--CO!\{MISSION‘

Productivity improvement, whether in"the private or public sector, is still a
long way from assuming the dimensions of a movement, as in Japan, or a “na-
‘tional crusade”—a phrase my predecéssor as chairman- of the Productivity Com-
mission, Peter Peterson, liked to use in discussing this subject..

In the Productivity Commission’s second annual report he stated: -

“We must resolve as a Nation.and as.individuals to.use our:precious
fesources.more prudently, more imaginatively and more productively than
we have ever done before through the progressive improvement of our tools,
our materials, our work skills and—most important—through ever more
constructive combinations of men, money, materials, and methods. That is

‘the meaning of productivity growth.” . . L
Having described some productivity “problems,” what, you may swonder, if
anything, has the Productivity Commission .done about them. As I said at the
outset,” becausé of the enormous magnitude of the problem,.one.should be quite
- modest in his expectations for results from a temporary. commission. Against
that standard Tet me give you a brief catalog of the Commission’s programs and
a‘?coml’lishmen,ts‘ .. G e s A T e . .

In the area of Federal productivity improvement, the Commission. has—as I
‘outlined earlier—supported .the activities of the GAO/OMB/CSC program with
a substantial amount of funding. That program, as.you know,-has’led to im-
portant measurement breakthroughs at the Federal level and.we are sponsor-
ing'efforts'to apply those at the state and local levels. B . :

* Tollowing up on the findings of the Commission’s survey of productivity in the
food industry, the Commission staff undertook as one of its major efforts the
developmeént of improved rail service for fresh fruits and vegetables from Cali-
fornia where more than 50 percent of the nation’s fresh produce is grown to the
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‘eastern seaboard. Working with grower organizations, railroads, rail union,
Eastern supermarket chains and the Department of Transportation, a special ex-
perimental coast-to-coast unit train for fresh produce was developed. The advan-
tage of such a train is that it avoids scheduling problems caused by delays in
intermediate rail yards. This experiment, which has been under way since Octo-
ber, appears to be operating successfully. While the movement of perishables
from California after October normally would drop below the volume needed to
make such a train economical, the service improvement has attracted new ship-
pers and, as a consequence, the train still is operating as of this date. The rail-
roads involved in this experiment are the Union Pacific, Southern Pacific, Chi-
cago and Northwestern and the Penn-Central. The Santa Fe railroad, responding
‘to the competitive pressures, has initiated its own rapid service for fruits and
vegetables from California. We have been told by growers and food chains alike
that the unit train represents the first breakthrough in fruit and vegetable ship-
ment in many years. As a result of our work on the unit train, it has become
obvious that much of the delay, uncertainty and costs in the shipment of perish-
ables have been incurred in the final stages of distribution. We, therefore, are
now working with various railroads to determine if a change in location of
eastern terminals and in final distribution methods might result in further im-
‘provements.

The Commission has undertaken a comprehensive study to identify the best

practices, productivity improvement opportunities and barriers to produectivity
- improvement in major departments and functions of hospitals. A final report con-
taining a summary of best practices and recommendations for research and
" policy is anticipated early next year. A related project to develop a model health
insurance contract containing incentives for productivity has also been under-
taken.

The Commission has also funded several pilot Quality of Work experiments to
test how greater cooperative efforts between employees and management might
improve the work environment and the productivity of both management and
labor. The results will be carefully measured and evaluated to guide the Commis-

“sion in promoting this particular approach to productivity improvement. The
Eastern Coal and Gas Co. and the United Mine Workers have agreed to form a
labor management/work quality committee in one Eastern coal mine. The Jervis

* Corporation and the United Auto Workers have undertaken a quality of work

project at a Tennessee plant. A community-wide quality of work project has
been undertaken in Jamestown, New York, under the auspices of the Executive

Director of the Labor/Management Committee of Jamestown and the Produc-

tivity Commission. Other projects are being explored.

The Commission initiated, at the request of the GAO/OMB/CSC Joint Study
Group, a prototype project in the Bureau of Disability Payments of the Social
Security Administration to demonstrate the use of industrial productivity im-
provement techniques in the Federal government setting. The objectives of the
program are:

To demonstrate the effects of selective changes in the work environment
on the organizational health—as reflected in employee attitudes toward
work, turnover, absenteeism—and performance—and as reflected in meas-
urable improvements in productivity ;

To develop an understanding of the concepts and methods of making work
environment changes among agency managers and employees ;

To extend an appreciation of the policies, practices and insights of the
program to other Federal agencies and to state and local governments.

The Washington Naval Finance Center, the Defense Supply Agency and the

Bureau of Engraving and Printing are serving as demonstration sites as well as

the Social Security Administration.

Finally, I believe the Productivity Commission has made a contribution to a
new spirit of cooperation on the question of productivity. To achieve actual
changes in practices, attitudes and procedures, either in the private or public
sect..ors, requires the patient development of a workable consensus among the
nation’s major economic interest groups. The leaders of these groups—have a
m.ajor contribution to make simply by underwriting and even authorizing the
give-and-take process at other levels in thelr organizations that will lead to
constructive change. The Commission is a device through which top leadership
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can—and have—provided the spark to begin the difficult process of turning what
has. been antagonism and hostility into cooperation in the interest of higher

productivity.

We have too fee such devices in our society, Mr. Chairman.

NCOP PROGRAM, 1973-74

Area and project Objective Status
Feod: A . L ,
SUIVEY . e e ccceaaan To identify productivity opportunities in the food industry Completed.
. and to develop ways of achieving these improvements.
Unit train. ..o To start unit train service for fresh produce from Cali- Initiated Oct. 8, running
fornia to the East Coast, on a profitable basis for the  everyday.
railroads and with reliable and rapid service to growers.
To speed distribution once produce has arrived at Peat, Marwick, Mitchell, &
Eastern terminals. Co. study initiated. ~ -
Freightears_._.oveceen To reduce freightcar shortages._ . ... . ... ........__ NCOP to convene a working
: group.
Seafo0d. o ococeeoceeaan To identify barriers to increased productivity...._._.... Study E:omplete, pamphlet

Health: .
Hospital productivity._..--

Mode! provisions........-

Trade: ’

Cross cultural manage-
ment comparisons,
-United States/Japanese.

International  productivity
assessment study tours,

Shoe industry study.......

Productivity statistics......

.Staté and local:

Law enforcement....._....

Productivity
teams.

BCities oo iaemeaoan

Nassau County......... .-

Solid waste._....co-eoo.o.

Attitudes toward productivity:
Harris study.
Education: .o
New York food service pro-
ductivity and develop-
mentcenter.
Survey of productivity in
secondary education.
Centers for productivity in
education,

assessment

To induqe changes in national fisheries policy...........

To identify best practices, productivity improvement
opportunities, and barriers to productivity improve-
ment in the major departments of hospitals,

. To use the market power of corporate and union ex-

penditures for health insurance, by developing a
model insurance contract with incentives for pro-
ductivity performance.

To identify where and why Japanese management has
achieved higher productivity.

" To observe the quality of working life and its effect on
productivity by managers and workers, .

To understand the competitive position of the footwear
industry in international trade, by developing inter-
national comparisons of output/manhour, hourly
compensation, and unit labor costs,

Chartbook on productivity, an international perspective..

To'identify major opportunities for improving productivity
and the barriers that must be overcome; to provide an
analytical capability and necessary data for conducting
productivity analysis.

To introduce. productivity measurement and its use in
public management decisions in cities that will establish
performance criteria, assembled or generate data to
measure and evaluate productivity ch andidentify
barriers to change—-as well as disseminate improve-
ments to other cities.

To stimulate support for productivity improvement acti-
vity on the part of local jurisdictions by bringing together
key administrators and resource personnel! to discuss
problems of implementation. L

To support a joint effort by Nassau County and its princi-
pal public employee union to establish multimunicipal
productivity bargaining, to demonstrate the efficacy of
productivity bargaining in the public sector.

To develop productivity measures, to identify major op-
portunities and key impediments to productivity im-
provement, and to identify ways in which management
ment could be improved. X

To provide data from a national survey relating work atti-
tudes and work structure to productivity. -

To support the establishment of this joint labor/manage-
ment center, for improving productivity in food service,
through research, consultation and information.

To describe status of productivity in public education.

To design and set up 3 centers which attempt to increase
productivity in secondary education by providing tech-
nical experts in collective bargaining and by offering
training to labor, management and legisltators con-
concerned with educational bargaining.

published.
Met with Secretary Dent late
November.

6 task force reports finished;
1 task force report in
process.

Racine is 1st site; imple-
mentation expected May
1974; 2d site tentatively
chosen.

Stanford Graduate School of
Business underway.

Ist study tour to Japan,
completed July 1973; fol-
lowup awaiting funding.

BLS draft complete.

Draft complete.

Study complete; report be-
ing printed. .

ICMA analysts at work in 2
cities—St. Petersburg
working on overall meas-
urement; Nashville/David-
son working on problem
areas.

12 cities asked for such sup-
porst, ongoing sorting down
to 6. :

Assistant project director
not yet named; Depart-
ment of Labor just as-
signed staff to monitor
project.

Study complete, preliminary
report published July 1973

Analyses complete; to be
published in January.

NCOP input ending; project
needs outside funding.

“‘White paper’ indraft.
Harvard planning proposal

submitted and being re-
viewed.
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NCOP PROGRAM, 1973-74—Continued -

Status

Area and project _ Objective
Behavior and productivity: L -
Social Security Adminis- To demonstrate prodictivity ch due to ¢h in {mp! tation of several
tration. - - - - -- -work structure and-participation. - -~ - - - - - -~changes underway.

Bureau of Engraving and .. ieeieeol
Printing.

Defense Supply Agency— __ . e el i
Construction supply.

. DSA—Contract  adminis- i ccceimeiaaeeea
tration.
Navy regional finance cen- _ L mcecieeaas
ter. ‘ .
Scanlon plan study.___._... To evaluate the effectiveness of sharing increased earn-
ings due to higher productivity as a spur to increased
productivity.

Arerican Society for Per- To determine how personnel policies are changing to
sonnel  Administration affect productivity.

(ASPA). o . .

L Pilot demonstration project to test the value of joint
Quality of work: labor/management councils as a means of fostering
i - gréater cooperative effort between employees® and
management to improve, the quality of the work en-
vironment and the productivity of both management
N and labor. . )
Capital: Urban Institute study To determine degree of productivity differences among

and census. manufacturing plants in the same industry due to

o «capital and indirect labor. T
Measures: .
Construction.____.______._ To identify needs in productivity measurement__________
<] . N To improve productivity measurement and expand cover-
age to a wider proportion of the economy:

7 Case studies in'service industry . ______...._..._

Chartbook on domestic productivity_.._____...

. Measurement of quality change in household

y . appliances.
OMB/GAO/CSC. ... To support a program to develop overali measures of

productivity for the Federal Government, and to de-
terinine how Federat productivity might be enhanced
i and improved.
Research: Productivity research_ To identify needs for research in productivity.......__.

Public information:

Ad campaign__.__.....__. To increase national awareness of the importance of
productivity. )
Publications__..._.._..... To publish pamphlets on topics in which the NCOP pro-

.gram is active (list attached).

Labor management:
Labor/management com- To determine whether and how labor/management com-
mittees. mittees work.
Dinners...___._.____.._._ To bring togetherjsmall groups of Commission members
: to discuss productivity problems in some major sectors
: of the economy. }
Manpower adjustment.__._ Case studies to evaluate process and experience of man-
power adjustments to proouctivity change.

Report of data and analysis
to academy.

‘Questionnaire  being  ad-
ministered. .

1st step interviews ‘being
‘conducted.

Analysis of data underway.

Final report submitted.

Design of questionnaire in
progress. :

Baseline data -due Dec. 15.

New full-time man hired;
evaluation procedures not
finalized.

Interviewing to establish

" baseline.

Working _paper submitted
for review.

Conference _held, proceed-
ings published.

«

1 published; 2 ready to be

published; 4 underway.
Published. :
Underway.

Phase Il completed and
published  June 1972
Phase HI (Plan of Action)
underway, SSA and other

- projects as followup., |

Conference held; - proceed-
ings in draft. -

Ongoing.

12 published, 6 not yet: com-
pleted, 3 on hold, 3 not
yet started.

1,700 cortracts studied;
case studies in draft.
Pending free-dates.

In planning stage, due to
start January 1974,

Chairman Proxaige. Thank you very much, Mr. Dunlop. -

Mr. Dunlop, you are the most logical person to testify on this and
to give us information on the Productivity Commission, because I
think more than anybody else you represent the leadership in the
fight against inflation. You are head of the wage-price control op-
eration. And I think you can see what a disaster we seem to face.
Here we have the wage-price control operation, if not dismembered.
cut down, and we have to do it sometime, but at any rate you have
‘made agreements with the automobile industry, fertilizer, and many
other industries, to eliminate wage-price controls, and we know that
this law is going to expire on April 30, and by April 30 it may be
largely academic anyway, because you may have decontrolled a great

deal of industry.
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We have the enormously inflationary impact of the energy crisis,
the energy shortage. ]

We still have a food problem coming up. One expert, Mr. Seevers
of the CEA, for example, who is probably one of the most competent
people in the Government in the food area, tells us that this month

.and next month, in January, we are likely to have, we may have a
resurgence in food prices. And now we have the one solid long-term
‘answer that at least to almost all economists makes sense, and that is,
to concentrate on productivity and try to improve productivity as a
means of holding down inflation so that you can make somewhat
higher wages, and yet with greater productivity not have your wage
costs up so that you have this cost-push inflationary impact. And
now you tell me that because the Flouse has taken the position that
they don’t want to renew the life of the Productivity Commission,
it is just about dead. I am just wondering, in view of this crisis
situation—you say the Senate has acted favorably on it—what you
‘think we can do, and we wouldlike to do all we can to give it a new
lease. It sound pretty desperate. ' ,

What I am saying is that this whole anti-inflation effort somehow
seems in every area to be grinding to a halt at the wrong time.

Mr. Duxrop. I like the emphasis you placed upon the Commission
work .

Chairman Proxmire. I might say that we have talked to House
members of this committee. Chairman Patman of this committee is
working to try and help us, but so far he hasn’t succeeded.

Mr. Du~vor. T appreciate that. I have spoken to Chairman Patman
on more than one occasion about this matter, as have a number of
others, I am sure. But it doés seem to me that if the present incarna-
tion loses. its legislative authorization and budget, then I am not in
"a position to do anything because the opportunities for action on the
“Hill are not yet passed. This week, as I said, a miracle is still pos-
“sible. But if the demise happens, 1 will certainly urge on the execu-
tive branch of the Government that we réeconsider. what we can do
without that legislation.

You will recall that the Commission was originally set up under
an Executive order. It does seem to me that maybe a review of the
situation with perhaps new forms and new arrangement for- the
future might very well be a suitable subject for subsequent legislation.
In other words, I, for one, am strongly of the view that efforts in
_this area ought not to be allowed to die, and it will surely be my
recommendation that some further steps be taken.

Chairman Proxaire. Can something be done with the institutions

we have now, with .the’ Council of Economic Advisers, with your
Agency ? Do you have the staff and the professional competence, or
do they have it, to move in this area? Or do they have so many other
responsibilities and you have so many other responsibilities that you
couldn’t do it? )

- Mr. Duxror. Those are the sorts of questions, Mr. Chairman, that
we are reviewing. I have hoped still through today—and I haven’t
entirely given up hope—that a fruitful legislative resolution of the
matter can be made. If not, you may have my assurances that the
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possibilities of continuing this and other activities will be very care-
fully explored by me and my associates. And I will see what we can
do. I can’t say more now, because we have been spending so much of
our time in trying to get action in the House that we have not ade-
quately done our contingency planning, though we have been think-
ing about it.

Chairman Proxmire. Isn’t it very difficult to recruit and retain
good men when it is' known that the Commission is a temporary
agency that may go out of existence? I know for example, that you
have a fine staff director in John Stewart, a partner in McKinsey and
Co. on leave. How many economists do you have on this staff, statis-
ticians and other professionals?

Mr. Duxvor. Maybe Mr. Stewart can answer that better than I
can, Mr. Chairman.

Mr. STEwArT. Yes, we do have an economist.

Mr. Du~Lop. May I ansiver your first question. The answer is, yes,
1t is very difficult to recruit competent people for a task that is es-
sentlally a long run one, a continuing one, with a very short lease on
life, and if I may add, when there is continuing uncertainty about
its existence.

Chairman Proxmire. Mr. Stewart.

Mr. StewarT. Yes, Mr. Chairman, we do have an economist.

Chairman Proxyire. You have one economist

Mr. Stewart. That is correct. We have a working relationship with
the Council of Economic Advisers on major economic questions. They
cooperate with us on projects. But I think, more importantly

Chairman Prox»nre. You have statisticians?

Mr. StEwarT. We have no statisticians on the staff.

Chairman Proxmire. Do you have social scientists ?

Mr. Stewarr. We do have people working in the areas of social sci-
ence, yes. We have a doctor working in the area of health, a profes-
sional. And we have people with experience in State and local govern-
ments working in that area. And we also have engineers.

Chairman Proxmire. How many professionals do you have
altogether?

Mr. Stewart. We have 12 professionals. The balance are adminis-
trative people. '

Concerning the economists, as we put together a team, for example,
the food team last year, one of our first steps was to call around the
country and find the outstanding economists in specific areas. John
Morrissey (on my right) did this. And as we set up the meat panel, the
fruit and vegetable panel, and the seafood panel and dairy panel, we
made sure that we identified some of the best people in the country to
include on our team. In doing this we had a large number of econo-
mists represented on our panels.

The vice chairman of that effort was Mr. Leo Mayer from the CEA.
And the meat panel was chaired by an economist from southern Cali-
fornia, James Stephenson. The fruit and vegetable panel was chaired
by an economist from Florida. So that we have drawn heavily on the
economic fraternity. )

Chairman Proxmire. These panels that you are talking about, were
these volunteers from the industries primarily? They weren’t full-
time Government employees? Or were they on a per diem basis?
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Mr. Stewarr. It varied. For example, James Stephenson was a per
diem basis. But people like Leo Mayer and Ronald Knudsen, staff
economists from the Department of Agriculture, are full-time em-
ployees of the Government, and were devoting a major part of their
time to our effort during the few months that we had this project
underway.

Chairman Proxaire. Do you feel that you were able to make useful,
significant contributions in giving a greater understanding of produc-
tivity, what could be done by the private sector and the éovernment
sector to improve productivity, especially in these crash areas where
you sa@y you have teams to do something about the sudden rise in
prices?

Mr. Stewart. I suppose that we were encouraged by the work we
were able to do, and discouraged by the amount remaining to be done.
For example, all four panelists told us that the most critical problem
that the farm people faced was transportation of food. John Morrissey
has been working with four railroads, with two major rail unions, with
the large grower organization in California, and the large food chains
in the East to try to improve rail services as a result of that panel rec-

ommendation. And starting on October 15 or so John was able to start

the best rail service from the West in transport of fruits and vegetables
that we have had in 20 years.

Mr. Du~vor. It is a unit train. ,

Mr. StEwart. Yes. This train is running, and it has been running on
time since mid-October. It has about 100 cars a day of the approxi-
mately 200 that come East each day. The service is 6-day service from
the west coast, which is the first time in 20 years that the service has
been that good.

So in such a specific instance, we are able to make progress, we are
able to achieve the kind of cooperation that we were mandated to do
by the Congress. And we are encouraged.

Mr. Duxtor. Do you want to explain the way in which that unit
train influences productivity, which is what we are about, in terms
of the reduction, the spoilage and thereby the reduction in costs to
the consumer as well ?

Mr. STEWART. As the panel pointed out to us, last year, over the past
20 years——

Chairman Proxuige. I suppose the principal contribution would be
the example set, the fact that you can do this, and therefore we should
do this on a much larger basis to improve productivity. And, of course,
productivity improvement helps everybody, it helps the consumer, it
helps the corporation, it helps the labor people, and everybody bene-
fits really in the long run. :

Mr. STEWART. As a matter of fact, once this train starter, a second
railroad began service in the spirit of competition, in order to main-
tain its market share. In fact, the second train is doing slightly better
than the one we started, which we would have to look on as
encouragement.

Chairman Prox»ire. Mr. Dunlop, I understand that you suggested
'~ the Productivity Commission might serve as a kind of stabilization
agency. Were you quoted correctly ? Don’t you think that the Commis-
ston has enough cut out for itself without taking on that kind of
function?
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Mr. Duxvor. I have not proposed that the Productivity Commis-
sion as it has been known take on the stabilization functions. As you
notice, we do think that there are some impacts on bottlenecks and
supplies and transportation and so forth which the Productivity Com-
mission could very well do. My own view is that stabilization ought not
to be mixed up with the problems of productivity; or vice-versa, that
the productivity efforts ought not to be mixed up with the continuing
interest. in stabilization—although T would argue that a productivity
job well done will make a.contribution to making the economy less
inflation prone than it would otherwise be.
Chairman Proxaire. 1 have some more questions. I will yield to
Senator Schweiker.
_Senator Scawerker. Thank you very much, Mr. Chairman.

. Mr. Dunlop, in your testimony vou do refer to work the other coun-
tries are doing, and you specifically cite Japan and some of the West-
ern European countries. Do you have any more details as to the kind
of things Japan or the other countries are doing that might be appli-
cable to this country that we might utilize? -

Mr. Dux~wor. I could cite you a number of things. Perhaps it might
be best if Mr. Stewart talked about the Japanese case, because he has
been particularly interested in that one, and then I will supplement it.

Mr. Stewart. The Japanese Productivity Institute was set up, I
believe, in 1953, at the urging of the United States, as part of the

.Marshall plan at that time. It now consists of about 400 members.
It does work which is similar to the work done here by business
schools, AMA, and research organizations. During the past 20 years
it has sent, I believe, just under 20,000 executives and professionals
to the United States to study technology, methods of management, and -

. the way in which we organize our industries. This information has
been taken back and digested in Japan and applied in many cases.

The Japanese Institute, as I understand it, also contracts to operate

-the other 11 productivity institutes in Southeast Asia. They are

. operating those for the local governments. _

The European institutes vary. The French one is moving heavily
toward economic education of the French population. The German
productivity institute is heavily involved in machine tool development.
So there has been quite a variety of objectives for these various
institutes. _

. - Mr. Duxvor. That was the point I wished to make. Each of the
countries seem to develop their centers in a somewhat different way,
depending on what at the time of their development they perceive

to be their most urgent problem. L

You will recall that not only in Japan but throughout Western

- Europe there were inspection teams that came to this country after

World War II. And those team reports, by the way, are some of the

most interesting reports on the way in which Western Europe sought
to recast its industry, both at the independent industry levels, and
even more at the plant levels, to take into account the technology and
practices of modern American management. _

Senator Scawerkrr. What kind of things might the Productivity

Commission undertake? One thing that comes to mind—I was the

author of a bill in 1966, I believe it was, in the House, that in essence

{
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set up for the service personnel a cash-award suggestion system. The
President has a quota on this every year, and so far I think it has
saved about three-quarters of a billion dollars in terms of cash awards
for suggestions. Now, this is just the Defense Department personnel
that my bill covered. The other departments have had similar pro-
grams operating. I am wondering if maybe we should upgrade this
program to something a little more national in focus and let the
Productivity Commission take that concept and enlarge 1t, or whether
this is not the kind of thing to which you would envision giving some
real administrative responsibility, and also some clout?

Mr. Duxror. What T would say to you is this—that in my judgment
it is important to have a group of people who are in consultation with
others in the Government in various agencies, but whose actual time
is devoted to trying to improve productivity. In some cases a suggestion
system may be useful, and in others it will not. _

1 spent some time within the last month with the admiral in charge
of the Bureau of Yards and Docks, who was very much interested in
exploring with me in detail what could be done to improve productivity
in some of the shipyards from which they purchased services. And
having spent several hours with him and his associates on this matter,
T came away with the view that there were a great many things which
might be done in that situation to improve the performance. And
you had a management that was interested in doing so, and needed
some help, partly on labor-management matters, and partly on other
questions, which would have the kind of impact that was important.

So it scems to me that the thrust I am trying to give to this is that
I do not believe that any single program will work in any and all
circumstances. But I do think that each situation should be reviewed
with people interested in those matters working directly with the
managements and people involved, and making preliminary measure-
ments, and outlining activities that can be done. It is, I think, the
experience of this country and all others that there are very few insti-
tutions that you cannot—by taking thought and concentrating—sub-
stantially over time improve performance. And that is the heart of
the matfer rather than any one single necessary tool which may be
appropriate in a given situation.

Senator Scawerker. I think just the experience with my bill shows
~ that there is really a gold mine here, because these are just suggestions
from servicemen. And they are only awarded something under 10
percent of what the first year savings are, and they have earned
three-quarters of a billion dollars since 1966 on just a fraction of the
vears’ savings. Now, my point is this, that if we really had a national
program going such as you envision, which covers everything, as
opposed to just a good idea or just a new way of doing things, and
then maybe have some kind of reward. Less than 10 percent is a very
small reward—I know Senator Percy mentioned yesterday Bell &
Howell’s 50-percent break. I think we are awful low on what we are
giving now for the program that we have, but it seems to me that
there is a lot of creativity that we could harness.

Chairman Proxyire. Senator Percy also indicates that this was one
of the best things Bell & Howell did. It was marvelous. They give
employees who made suggestions that were accepted 50 percent of the
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first-year savings, and the company kept 100 percent of the savings
after that, and it worked out fine, and they made some very fine awards
to their employees, but it was well worth it.

Senator Souwrrker. I think that is true. And I think the fact is
that three-quarters of a billion dollars would just outline the skeleton
of the field. And it show what might be done 1n many other areas.

There is one other avenue that I would like to pursue 1 minute. Your
testimony mentioned that we in Government, by the laws we pass, and
the way the laws are administered, discourage, or provide a disincen-
tive for productivity. I think this is a very valid point.

You cite medicare and medicaid. I concur with you. I think we have
built in a disincentive. And I think it also carries over to some of our
private insurance programs. My recollection is going to the doctor’s
office and getting a bill, but before they bill you they want to know who -
is paying. And it is not the amount of the bill, it is who is paying the
bill first. And in essence, if T answered it by saying, well, I am not cov-
cred, this is my own money, I am sure, from the impressions I get, it
would probably be cheaper and a lot less than if someone else is picking
up the tab other than myself.

Now, this applies not only to medicare and medicaid but to nrivate
health insurance plans. I think that is a very good point, and I think
we in the Congress ought to be looking, when we write laws, to sce that
we somehow build into the law ways to counteract that, because it just
burns my hide when I find out that the real charge of my bill is who is
paying for it, not what the work art is. And when you get into Govern-
ment insurance or Government health insurance at $15 or $20 billion,
that is a pretty heavy charge.

So I think that is a very valid point that we ought to consider in
terms of- working into laws. and at least administration of them the
way they operate, so that this doesn’t happen, but is a syndrome of
what happens when we pass a law heve. .

Mr. Duxtop. I can make two comments on that, Senator Schyeiker.
The Productivity Commission at this time has about 85 people work-
ing on various teams seeking improvements in health productivity. We
bring them together to work on a series of problems. :

I might also add that from the Cost of Living Council’s point of
view the control over the costs is one of the central continuing concerns
of the Council. We have out for comment at the moment a new set of
regulations with respect to hospitals particularly. where this problem
of the impact of a cost reimbursement method in the past, and cost
reimbursement procedures generally, have tended in this industry, as
in others, to divert attention away from productivity. as you have
rightly commented. We are interested in productivity improvements
by rearrangements of the provisions of care in the Productivity Com-
mission, and it is very much a concern in the Cost of Living Council.

Senator Scuwerker. That is all that I have. Thank you, Mr.
Chairman.

Chairman Proxyre. Mr. Dunlop, you indicated that the Produe-
tivity Commission should not take over the stabilization program in
vour view. Can vou tell us what you expect to happen to the stabiliza-
tion program. We are all concerned about this. and what a tough prob-
lem this. T have great sympathy with your position. As you may know,
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I fought on the floor of the Senate to prevent it being killed a couple of
weeks ago. And I think it would be a disaster if we just cut it off with-
out giving you a chance to do the skillful job you have done in phasing-
out in some areas. And we wonder what is going to happen to this
wage-price control effort?

Mr. Duxvop. Mr, Chairman, I don’t know. I would be happy to tell
you the little I do know-about it. As it seems to me, basically we are in
the process of continuing control on a tough basis under phase 4. We
find that people become 1mpatlent here and there, although I think the
polls still indicate that the people of the country are substantially sup-
porting a continuation of controls programs. At the same time we are
trying to decontrol, as we were instructed to do by the President, on a
sector- -by-sector basis. And if I may say so, Mr. Chairman, up to this
point it has been my firm determination to try to cure something for
the country each time we sign an order for decontrol. That is to say,
some commitnient with respect to supply, to capacity, to output, to the
starting up again of plants that had previously shutdown, and some
commitment as to future pricing or forms of price behavior.

Chairman Proxyire.” And this is going to continue to be your way
of operating:

Mr. Duntor. Some improvement in labor-management relations in
a particular sector, as in cement, that concerned me.

This is my perception of what, is right, and I intend to pursue it.

Now we have no prearranged schedule. I am literally trying to feel
my way, and my associates with me, as to what happens when we do
something, and to see its consequences, retaining always the right to go

. back if the consequences seem to be unduly inflationar v, and spr C‘Idln”‘

Chairman Proxyire. And you maintain that right now?

Mr. Duxror. Exactly right.

Chairman Proxire. And you might even move back into automo-
biles if they don’t conform ¢

Mr. Duxror. In conformity with the e\phc1t language that was
worked out with their commitments.

Now, my notion is that we intend to pursue that course thr ough the
months 1mmed1ate1y ahead. The question of where all that will be in
the spring and in particular in April when the matter of the future of
such a program is before the Congress, I must say T don‘t know at this
point.

Chairman Proxmire. How about the areas of obvious, clear shortage
in energy, for example, would you expect that to be taken out from
under the wage-price stabilization program, and is that wise? Many
of us are concerned with that, for fear that they may just want to
solve the problem of higher prices.

Mr. Duxcoe. Mr. Chairman, as you know, the statutory authority
for continuation of the control in the petroleum area continues to
February 1975. T have previously exprezsed my view that I think it
would be unwise to remove controls in that area at this time, and I

may say for the foreseeable future.

- Chairman Proxare. How about.other ShOIt‘lO'C areas? I am think-
ing about areas like health.

‘And then you have different kinds of problems, as you know better
than anybody else, in construction.
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Mr. Dunror. Well, with respect to areas outside the energy or petro-
leum field particularly, I think it is a little bit too soon for use to
express a final judgment. I do think that there are areas in the economy
where there are substantial potentials for continuing inflation. But
that of course—the question to ask is really very much intertwined
with the question of the future of the Stabilization Act, or a legislative
base for a stabilization program. And I don’t know the answer to that,
and perhaps no one does. I am certain in my own mind that there will
be some sectors which we will want to keep under control, certainly
down near the time when the act would be

Chairman Proxaire. In addition to the energy areas?

Mr. Duxror. Yes, I think so.

Chairman Proxire. Can you give us some examples ?

Mr. Du~vorp. I think, Mr. Chairman, if I responded I would make
an awful lot of people unhappy, and if you don’t mind, I would rather
say that I think there are sectors, and several of them are fairly
obvious, but I would rather not indicate them, because we probably
have petitions for decontrol pending from those sectors and a great
many others, and I would not want in this public way to respond to
a _p(z{;ition pending before the Cost of Living Council, if you don’t
mind. . '

Chairman Prox»ire. You foresee the possibility of a situation
where, except for energy, which is aside and apart, fiscal policy and
monetary policy could be adequate to meet inflation problems by next
spring. by April 30, when the law expires?

Mr. Duxvor. Mr. Chairman, I don’t know. 1 think, in addition to
the two elements that you mentioned, T think there is one very impor-
tant additional element, if T may refer to that. And that is the state
of the economies of Western Europe and Japan. A great deal of our
inflation this year has been due to world prices, as you know. And we
are uncertain as to what the energy crisis will do to those economies.
and their level of industrial activity, and hence the level of prices of
a number of their products which are worldwide, and hence upon our
own prices. And until we see how all that works out I think it is
peculiarly difficult this year to foresee what events are likely.

Chairman Proxamre. You talk about this other element. and I cer-
tainly subscribe to that. the fact that if the economy slows down
enough abroad, the world economy, if we have a worldwide recession,
it could have an effect on inflation here. On the other hand, we went
throngh that experience in 1970 when we had a recession and we had
a worse inflation than we had during a period of expansion. It is a
different kind of inflation in a recession caused by cost-push. Isn’t it
very likely that we might have that kind of a problem? And that was
exactly the kind of situation where wage-price controls seem to be
appropriate. .

Mr. Duncor. I think that while the future is murky, the scenario
that you cite is a definite possibility. I am unwilling at this point to
project as far forward as April, but it is certainly possible to have an
economy—we have had it before, as you. point out—in which we have
declines in gross national product associated with forward thrusts in
prices. There is no question about that. -

Chairman Proxyire. Mr. Dunlop, I anologize. There is a rollcall
now. I will be back as rapidly as T can. T just have a couple of more
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questions that I would like fo ask. I appreciate your patience. It will
take me about 10 minutes to go over and come back.

[ A short recess was taken.

Chairman Proxatre. The subcommittee will come to order. Mr.
Dunlop, you keep referring to the Commission as temporary in your
statement. Should it not be permanent—I am talking about the Pro-
ductivity Commission—in view of the fact that as you say, enhancing
productivity is a long-term project, and we can recruit and retain able
people better if we have really a permanent lease on life? I know the
Congress has not funded you well, but I often wondered if the admin-
istration has its heart in supporting it..

Mr. Dunror, I am of the view, Mr. Chairman, that some continu-
ing—in that sense permanent—organization in the Government to do
the sort of things which the Productivity Commission ‘has been trying
to do should be created, yes.

" Chairman Proxaire. So you think it should be a permanent com-
mission, and not necessarily this particular Commission, is that it?

Mr. DuxLop. Yes. One might prefer a different form, one might
want’ variable people on a commission. In that sense, the particular
form might be different than the present one. But there should be a
continuing body, Mr, Chairman. .

Chairman Proxyise. The productivity opportunities just seem
really enormous here. Just in the area of the Federal Government’s
allocation of research and development, for instance, that would have
an impact on productivity. I am not talking about the defense sector,
but about the other sectors. We find that obligations, for instance, are
concentrated in Agriculture and Transportation. For example, agii-
culture represents, I understand, 4 percent of the GNP but has 21
percent of the Federal productivity obligations. And manufacturing
Las 86 percent of the GNP, on the other hand, but has only 2 percent
of the Federal productivity cbligations. And transportation has only
5 percent of the GNP, buit almost half, 42 percent of the productivity
obligations. I realize that those shouldn’t be one for one. There are
many reasons why you want crash programs in certaln areas and
why for various reasons we hive to move ahead to other areas. But
there doesn’t seem to be much of a recognition of the significant areas
to our oveiall productivity, and economic program, and the allocation
of Federal funds. Why is this?

Mr. Dunror. T agree with what you said, particularly with the
caveat that proportionality is not necessarily an ideal measure. I sup-
pose it is so because of the kind of emphasis on productivity, and
the emphasis on technical change. And the emphasis on picking out
areas where it is. possible to improve productivity at this particular
period in history at an accelerated rate is not the kind of thinking
that typically gets into these matters. It is, I grant you, not the only |
point of view that should prevail, but I do believe that a more sys-
fgn]f}tfic infusion of attention to productivity is essential in our pub-
ic life. ‘

Chairman Proxmire. Let me give you an example of the enormous
opportunity disclosed yesterday by Mr. Staats. And I would like to
have your comment on it. He pointed out that out in Joliet, Ill, they
have an ammunition procurement depot. And they decided that they
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would allot $500,000 on any basis they wanted to for investment to
improve productivity. It had a sensational result. They were able to
save $1,800,000 with that $500,000 in a year, in other words, it paid
for itself in less than 4 months. Obviously they had more that they
could have brought out that didn’t pay themselves over quite that
period of time but the opportunity for investments are really enor-
mous, and Mr. Staats made the point that where the Federal Govern-
ment really falls down in improving productivity is in its failure to
have a rational, balanced notion of the payoff that you can get from
investment. This is an area where, as you know, private enterprise
devotes a whale of a lot of attention and talent and effort, and where
the Federal Government, partly for budgetary reasons, but for other
reasons, seems to be badly neglecting an opportunity to greatly in-
crease efficiency.

Mr. Duxtor. T am sure that throughout the public sector one could
pick examples of the sort that Elmer Staats mentioned in his testi-
mony of yesterday. I am looking at the table to which you had ref-
erence to now. That, of course, 1s very much the experience in the
private scctor. One of the problems is to get managers and to get
funding so that people can make the kind of commitments which
draw forth both the energy and efforts of labor and management.
But also sometimes it involves capital expenditures, which are one
"~ way by which you save and create productivity. It isn’t all simply
in the reduction of labor costs. Many times it is in the development
of capital expenditure which will save a good deal of future expendi-
ture. So both laborsaving and capital saving types of activities are
possible.

Chairman Proxmire. And then the point is made that the Federal
programs affecting productivity are largely oriented toward tech-
nology, and not toward applying technology that we have, making
use of it. For instance, in the distribution of expenditures, technology
1s almost two-thirds, 63 percent; management and organization only
17 percent; capital only 15 percent; research and other, 5 percent,
on other than technology. So here you have a lost opportunity that
would greatly reduce Federal spending and provide the same services
for ]esg money, or more service for the same money. We seem to me
neglecting it seriously, isn’t that correct? Isn’t it an area where the
Productivity Commission can be helpful, too?

Mr. Duxror. Yes, and ought to be.

Maybe Mr. Stewart would comment on one or two ways in which
we have dealt with that avea that you mentioned. Could I ask him,
Mr. Chairman?

Chairman Proxumire. Let me just make on point before he com-
ments on that. One of the arguments made is that the average time
that a Secretary is in office is only 22 months. And in that period of
time he wants to make his mark and do a good job, as all of us would
do, but he doesn’t really have an opportunity to look at this on a
long-term basis where productivity changes would pay off. Those
usually take a few years to pay off. And it seems to be one inhibiting
factor that we have to find a way to overcome, isn’t that right?
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Mr. Doxtop. I think that is right. In the meeting of the Produc-
tivity Commission that we had earlier this fall, Mr. Chairman, we
discussed the impact of that sort of political constraint on the de-
velopment of law enforcement productivity and in local communities
and cities with elected officers and mayors, and so forth, wishing to
concentrate their efforts on matters which would pay off during the
period of their term rather than with a longer run perspective. So 1
suspect that this problem is true both in Federal and in local and
State governments as well.

Chairman Proxmire. Mr. Stewart.

Mr. Stewarr. I would just make one comment. As we have worked
with the various Government departments, we have found that there is
in food and health and law enforcement a great deal of technology,
and people understand that technology will make a difference to pro-
ductivity. Tt takes relatively little catalyzing effort—whether the effort
comes from hearings such as these, from a Commission such as ours,
or from the private sector—to apply that technology.

Chairman ProxMIgre. By small, T am sure that it 1s not too small now
by far, by a great deal. :

Mr. Stewarr. It is a small fraction of what we should be able to
achieve from existing technology.

Chairman ProxMige. It just seems that there is no permanent Fed-
eral agency that has a clear role in productivity. Your outfit, the Na-
tional Commission on Productivity, with a $2 and a half million
budget, has uncertain legislative status. The OMB productivity pro-
gram is deemphasized, shifted to GSA. It just doesn’t seem to be
enough, in view of the great opportunity.’

One of the most distressing areas here is the State and local area,
where we are devoting increased billions—we already have a revenue
sharing program of $6 or $7 billion. and we are going to have a special
revenue sharing with increases, and we have all kinds of grants. And
we have dispensed literally billions of dollars over the years. And
yet the key programs all lack a prodnctivity element, even though that
should be central to it, but it seems to be absent.

T mentioned this in my earlier question that the Law Iinforcement
Assistance Agency, which started off with $10 or $15 million, and is
now more than a billion dollars, and will be a multibillion dollar pro-
gram within a few years. And it started off as a research program, and
primarily productivity program, and it ended up with supplying hard-
ware with practically-no productivity elements that were cranked into
it. '

We have the EPA, it has dropped its local program to improve local
solid wastes and productivity because it was viewed as beyond the
EPA mandate.

And we have the Office of Education. which has not figured out how
to address productivity issues in education. : o

"The Department of Transportation has no productivity measures
for mass transnortation at a time when they should be moving in this
arvea, because there is such inducement for mass transit improvement.

Health, Education, and Welfare proposal doesn’t have anything to
say about productivity.
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The Emergency Employmént Act made the local government em-
ployee of last resort without regard for the efficient delivery of serv-
1ces. And so on. I have a number of examples here. Does the Produc-
tivity Commission éxpect to be able to move here, or is this something
the Council of Economic Advisers—I understand that they have pro-
vided some input in the area of efficiency and productivity for State
and local government ¢ Which agency is responsible here ? o

Mr. Duxror. Mr. Chairman, during the past year the Productivity
Commission has had a very active and central interest in the local
and State government area. We had some very interesting reports
on what we have done at our last meeting. The areas which we have
concentrated upon particularly are the areas of garbage or waste dis-
posal, and the area of law enforcement, where very large sums of
money are expended. It seems to me that those developments are ripe
for generalization widely throughout the country.

Chairman Proxyigre. And you feel that this is also true in the Fed-
eral programs? '

Mr. Dux~rop. Yes sir.

Chairman Proxmire. And I could give many examples there.

The Federal Government seems to not have addressed productivity
issues in many key areas: Manpower adjustment and training, capital
formation through tax and monetary policy, and technology applica-
gion.ﬁAre these not areas, too, where this could be addressed with great

enefit ¢ ‘

Mr. Dunror. We have one part of our program I mentioned dealing
with capital side of this. Clearly that is an important part, and it has -
always been an important part of productivity.

Chairman Proxuige. Just one or two more questions here.

In reviewing yesterday’s testimony by Comptroller General Staats,
I noticed what appeared to be a huge omission in coverage of agencies
taking part in the productivity studies. In the “Total man-years””
column for the Department of Defense, the figure 1,169,200 appears.
The staff tells me this accounts for approximatey the total of DOD
civilian employees. What about the nearly 214 million military em-
ployees? This pool is nearly as large as all the rest of the agencies
combined. Shouldn’t we be measuring and mmproving productivity
here, too? ‘

Mr. Duxror. I would have thought so, certainly.

Chairman Proxatire. Do you think that is another area——

Mr. DoxLop. Surely.

Chairman Proxmire. You see, I pointed out yesterday that if you
take the DOD as an example, we measure about’30 percent of their
productivity; and if you take all the other agencies as a whole, we
measure about 80 percent. I can’t understand why we shouldn’t be
able to get as effective measures in Defense, any technical reason we
shouldn’t be able to get it there as well as in civilian agencies.

Mr. Douwtor. I can understand where in some of these activities it
shouldn’t be difficult. But it seems to me that there are a large range
of these activities which are measurable. And I am notified that work
1s underway to try to extend measurements to those areas.
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Chairman Prox»gre. Mr. Dunlop, I want to thank you very, very
much for your most helpful testimony this morning. And I want to
reiterate that I will do all I possibly can to see that the Productivity
Commission has every chance of survival. I intend to talk to Mr.
Patman again, and I will certainly do so, and urge him to try once
more. Because this is so essential. The amount involved is relatively
very small. The potential saving is enormous. Talk about a benefit-cost
ratio, it would be easy to show a 100 to 1 here without any real
difficulty at all.

I am very impressed by the people we have in the Productivity
Commission now. We have neglected that in the past. And we have
great competence there. I hope we can find some way of retaining the
very capable man who was here this morning who is here testifying.
I hope you don’t leave and aggravate that turnover problem that we
have recognized. Thank you very much.

The subcommittee will stand adjourned. -

[Whereupon, at 12:50 p.m., the subcommittee adjourned, subject to
the call of the Chair.]
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